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PREFACE 


This  report  on  Women  and  Social  Security  was  prepared  in  response  to  concerns 
raised  by  Members  of  the  1991  Advisory  Council  on  Social  Security  regarding 
the  treatment  of  women  by  Social  Security.  In  addition,  the  Council  received 
testimony  from  the  Older  Women's  League  and  other  women's  organizations  at 
one  of  its  regularly  scheduled  meetings  and  at  its  hearings.  Based  on  these 
testimonies,  and  other  concerns  raised  by  women's  groups,  the  Council  decided: 
(1)  to  cover  the  issue  of  older  women  and  income  security  at  its  field  hearings 
and  (2)  to  have  the  staff  issue  a  report  on  women  that  is  separate  from  both  the 
final  report  and  the  report  on  the  field  hearings. 

This  report  lies  entirely  within  the  statutory  mandate  of  the  Advisory  Council  as 
well  as  the  Secretary  of  Health  and  Human  Services'  charter  to  the  Council. 
Section  706  of  the  Social  Security  Act  requires  the  Secretary  of  Health  and 
Human  Services  to  appoint  an  Advisory  Council  on  Social  Security  every  four 
years  for  the  purpose  of  reviewing  the  status  of  (1)  the  Social  Security  and 
Medicare  trust  funds  in  relation  to  the  long-term  commitments  of  these 
programs;  (2)  the  scope  of  coverage;  (3)  the  adequacy  of  benefits;  and  (4)  all 
other  aspects  of  these  programs,  including  their  impact  on  the  public  assistance 
programs  under  the  Social  Security  Act. 

The  Secretary  of  Health  and  Human  Services,  Dr.  Louis  W.  Sullivan,  appointed 
the  Council  and  named  former  White  House  official  Deborah  Steelman  to  chair 
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the  group.  He  noted  in  his  charge  to  the  Council  that  the  Council  may  address 
the  following  issues  in  addition  to  its  statutory  charge: 

•  The  adequacy  of  the  Medicare  program  to  meet  the  health  and  long-term 
care  needs  of  our  aged  and  disabled  populations,  the  impact  of  Medicaid 
on  the  current  financing  structure  for  long-term  care,  and 
recommendations  for  more  stable  health  care  financing  for  the  aged,  the 
disabled,  the  poor,  and  the  uninsured; 

•  Major  Social  Security  financing  issues,  including  the  long-range 
financial  status  of  the  program,  the  relationship  of  Social  Security 
incomes  and  outgo  to  budget  deficit-reduction  efforts  under  the  Balanced 
Budget  and  Emergency  Deficit  Control  Act  of  1985,  and  projected 
buildups  in  the  Social  Security  trust  funds;  and, 

•  Broad  policy  issues  in  Social  Security  such  as  the  role  of  Social  Security 
in  overall  U.S.  retirement  income  policy. 

In  part,  this  report  on  women  and  Social  Security  fulfills  the  statutory  mandate 
and  the  Secretary's  charter  by  focusing  on  the  scope  and  adequacy  of  benefits  of 
the  Social  Security  program  as  they  relate  to  women;  the  impact  on  the  public 
assistance  programs  under  the  Social  Security  Act;  and  the  role  of  Social 
Security  in  overall  U.S.  retirement  income  policy  for  women. 

The  Council  would  like  to  thank  Dave  Kennell,  Lisa  Alecxih,  and  Kevin 
Coleman  from  Lewin/ICF,  who  largely  authored  the  report.  Contributions  to  this 
report  were  also  made  by  Michael  Zambonato.  In  addition,  comments,  advice, 
and  information  were  provided  by  the  following  offices  at  the  Social  Security 
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Administration:  The  Office  of  the  Actuary,  The  Office  of  Legislation  and 
Congressional  Affairs,  and  The  Office  of  Research  and  Statistics. 

Without  these  people  and  their  immense  support,  this  report  would  not  have 
been  possible. 

Ann  D.  LaBelle,  D.D.S. 
Executive  Director 
Advisory  Council  on  Social  Security 
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EXECUTIVE  SUMMARY 


Purpose  of  this  Report 

Over  its  history,  the  Social  Security  program  has  responded  to  the  changing 
economic  and  social  conditions  in  the  United  States  and  the  changing  needs 
of  Social  Security  beneficiaries.  Recently,  an  increasing  amount  of  attention 
has  been  devoted  to  the  Social  Security  benefits  paid  to  women  as  (1)  more 
women  (including  married  women  and  women  with  children)  enter  and 
remain  in  the  labor  force;  and  (2)  the  incomes  and  assets  of  elderly  single 
women  (particularly  elderly  widows)  continue  to  lag  behind  the  incomes  and 
assets  of  elderly  couples  and  single  elderly  men. 

This  report  is  designed  to  address  these  issues.  In  particular,  this  report 
focuses  on  three  primary  topics: 

•  Social  Security's  current  methods  for  determining  the  benefits  paid  to 
women; 

•  A  comparison  of  the  recent  (1988)  and  future  (2018)  incomes  and 
assets  of  elderly  single  women,  elderly  couples,  and  elderly  single 
men;  and, 

•  Current  public  perceptions  of  the  adequacy  of  Social  Security  benefits 
for  women  and  public  suggestions  for  changing  Social  Security  benefit 
computation  formulas  for  womea 
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Social  Security  and  Women 


Social  Security  attempts  to  fulfill  two  sometimes  competing  goals:  providing 
adequate  and  equitable  benefits  to  its  beneficiaries,  including  women.  To 
provide  more  adequate  benefits,  Social  Security  provides  proportionately 
higher  benefits  to  those  with  lower  lifetime  earnings  than  those  with  higher 
earnings.  At  the  same  time,  benefit  equity  is  not  ignored  because  the 
absolute  size  of  Social  Security  benefits  increases  as  lifetime  earnings  rise. 

By  law,  Social  Security  benefits  are  computed  in  a  gender-neutral  fashion. 
In  practice,  women  commonly  receive  lower  Social  Security  benefits  than 
men.  The  benefits  women  receive  are  lower  because  women  tend  to  work 
for  lower  wages  and  have  more  frequent  absences  from  the  labor  force. 
Elderly  men  also  tend  to  die  before  their  wives.  While  both  members  of  an 
elderly  couple  are  alive,  the  couple  receives  the  larger  of  one  and  one-half 
times  the  benefit  based  on  the  higher  of  the  couple's  lifetime  earnings  (which 
is  usually  the  earnings  of  the  husband)  or  the  total  benefits  based  on  each 
spouse's  lifetime  earnings.  At  the  death  of  one  spouse,  however,  the 
surviving  spouse  is  entitled  to  only  the  benefits  based  on  the  higher  of  the 
two  spouses'  lifetime  earnings.  If  both  members  of  the  couple  have  the  same 
lifetime  earnings,  the  surviving  spouse  will  see  the  couple's  benefit  cut  in 
half. 


The  Income  and  Wealth  of  Elderly  Women 
in  1988  and  2018 

This  report  presents  estimates  of  the  income  and  wealth  of  five  different 
elderly  groups  in  1988  and  2018:  (1)  all  elderly,  (2)  elderly  couples,  (3)  all 
elderly  single  individuals,  (4)  single  elderly  men,  and  (5)  single  elderly 
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women,  for  three  different  age  groups:  (1)  65  to  74,  (2)  75  to  84,  and  (3)  85 
and  above. 

In  comparing  these  estimates  of  the  income  and  wealth  of  elderly  single 
women  with  other  elderly  groups  in  1988  and  2018,  three  major  themes 
emerge: 

•  The  economic  status  of  elderly  women  is  expected  to  improve; 

•  Single  elderly  women  have  lower  levels  of  income  and  wealth  than 
other  elderly  groups,  particularly  couples,  and  these  differences  will 
continue  in  the  future;  and, 

•  The  economic  well-being  of  elderly  single  persons  will  decline  relative 
to  that  of  elderly  couples. 

Input  From  the  Public 

The  Advisory  Council  on  Social  Security  conducted  hearings,  collected 
testimony  from  several  sources,  and  commissioned  a  survey  of  current 
attitudes  about  Social  Security.  The  testimony  from  the  public  hearings  and 
the  results  of  the  survey  both  indicated  that  the  public  would  like  to  see  the 
Social  Security  benefits  of  women  increase.  In  particular,  the  public  favors 
increasing  the  Social  Security  benefits  of  women  who  leave  the  labor  force  to 
care  for  their  children  or  their  disabled  relatives.  It  also  favors  basing  the 
Social  Security  benefits  paid  to  widows  on  two-thirds  of  the  combined 
benefits  the  couple  received  prior  to  the  husband's  death. 
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SOCIAL  SECURITY  AND  WOMEN 


Background 

Since  its  creation  in  1935,  the  Social  Security  program  has  attempted  to 
strike  a  balance  between  two  competing  goals:  providing  adequate  and 
equitable  benefits.  In  this  context,  equity  is  achieved  by  a  government- 
sponsored  social  insurance  program  in  which  individual  benefits  are  related 
to  individual  lifetime  covered  earnings.1  There  are  many  benefits  to  a  social 
insurance  system.  Mandatory  participation  spreads  the  risks  associated  with 
retirement,  disability,  or  death  over  almost  the  entire  population,  thereby 
minimizing  any  problems  associated  with  adverse  selection.  Social  insurance 
programs  also  provide  one  of  three  building  blocks  for  planning  retirement, 
along  with  personal  savings  and  private  pension  benefits.  These  advantages 
help  account  for  the  overwhelming  popularity  of  the  Social  Security  system. 

In  addition  to  functioning  as  social  insurance,  the  Social  Security  program  is 
designed  in  part  to  address  the  needs  of  income  adequacy  in  retirement.  If 
benefits  paid  are  directly  related  to  lifetime  earnings  in  covered  employment, 
then  certain  individuals  (e.g.,  those  who  have  worked  for  short  periods  of 
time  or  who  have  low  earnings,  or  persons  whose  working  life  was  cut  short 
by  disability)  will  receive  correspondingly  low  Social  Security  benefits. 
Instead,  Social  Security  is  in  part  an  income  transfer  program  in  which 
individuals  with  lower  lifetime  covered  earnings  will  receive  relatively  higher 
benefits  than  individuals  with  higher  lifetime  earnings.  The  program  also 


1  Covered  earnings  refer  to  earnings  up  to  the  maximum  taxable  level  in  occupations  which  are  part  of 
the  Social  Security  system. 


7 


addresses  income  adequacy  by  providing  benefits  to  dependents  and 
survivors. 

Most  of  the  current  proposals  designed  to  reform  Social  Security's  treatment 
of  women  appeal  to  one  of  these  two  goals.  Some  reformers  feel  that  certain 
groups  of  women  are  receiving  benefits  that  are  not  commensurate  with  their 
covered  earnings.  In  contrast,  other  observers  note  that  elderly  widows  are 
more  likely  to  be  poor  than  elderly  couples  and  would  like  to  increase  the 
benefits  paid  to  these  poor,  older  women. 

Benefits  for  Women  Under  Social  Security 

The  Social  Security  system  has  undergone  many  changes  in  its  treatment  of 
women  since  its  origins  in  1935.  A  detailed  description  of  the  legislative 
history  of  Social  Security's  treatment  of  women  is  contained  in  appendix  A. 
This  section  briefly  describes  the  method  for  determining  benefits  and  then 
discusses  two  of  the  more  important  trends  in  Social  Security:  (1)  how 
Social  Security  has  changed  in  response  to  the  changing  economic  roles  of 
women  and  (2)  why,  while  men  and  women  are  treated  equally  in  a  legal 
sense  by  Social  Security,  women  tend  to  receive  lower  benefits  than  men. 
The  focus  of  this  discussion  will  be  on  Social  Security  beneficiaries  who 
receive  retirement  or  survivor's  benefits  based  on  their  spouses'  or  their  own 
work  histories,  rather  than  benefits  based  on  disability. 

How  Are  Social  Security  Benefits  Determined? 

Social  Security  is  a  system  which  provides  benefits  to  workers  who  are 
retired  or  disabled  and  to  survivors  of  deceased  workers  and  is  primarily 
funded  by  payroll  taxes.  Formally,  the  Old  Age,  Survivors,  and  Disability 
Insurance  (OASDI)  system  collects  flat  rate  taxes  of  12.4  percent  on  the  first 
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$53,400  (the  "cap"  level  in  1991)  of  individual  earnings.  Workers  and  their 
employers  each  contribute  half  (6.2  percent)  of  this  amount.  (The  self- 
employed  contribute  the  entire  12.4  percent  of  earnings.)  Current  payroll 
taxes  are  used  to  pay  current  benefits  (i.e.,  this  is  the  pay-as-you-go  nature  of 
OASDI);  any  tax  receipts  in  excess  of  current  benefit  payments  are 
accumulated  in  a  trust  fund  to  help  pay  for  future  OASDI  benefits.2 

Social  Security  benefits  are  related  to  lifetime  covered  earnings  on  a  sliding 
scale.  Social  Security  assumes  a  working  life  of  40  years.3  Earnings  up  to 
the  cap  are  indexed  to  account  for  increases  in  average  wages,  and  the 
highest  35  years  (e.g.,  the  person  can  drop  5  years  of  low  or  zero  earnings 
years)  of  indexed  earnings  (up  to  the  cap)  are  averaged  and  the  average  is 
divided  by  12  to  determine  the  person's  averaged  indexed  monthly  earnings 
(AIME).  The  AIME  is  converted  to  the  individual's  primary  insurance 
amount  (PIA)  on  a  sliding  scale;  for  workers  reaching  age  62  in  1991,  the 
PIA  is  equal  to  90  percent  of  the  first  $370  of  the  AIME  plus  32  percent  of 
up  to  the  next  $1,860  of  the  AIME  plus  15  percent  of  any  AIME  in  excess 
of  $2,230.  The  90,  32,  and  15  percent  rates  are  fixed,  but  the  "bend  points" 
(i.e.,  $370  and  $2,230)  are  indexed  to  wage  increases.  Benefits  are  then 
annually  increased  using  a  cost-of-living  adjustment  (COLA)  based  on  price 
inflation. 

Under  current  law,  workers  are  entitled  to  their  full  PIA  at  the  "normal" 
retirement  age  of  65.  Workers  can  start  collecting  reduced  benefits  as  early 
as  age  62,  but  benefits  are  reduced  5/9  of  1  percent  for  each  month  retired 
before  age  65,  up  to  a  total  reduction  of  20  percent.  Conversely,  benefits 


2  In  1983,  OASDI  taxes  were  deliberately  increased  to  accumulate  a  large  trust  fund  to  help  fund  the 
benefits  owed  to  the  baby  boom  generation  in  the  next  century. 

3  For  workers  reaching  age  62  before  1991,  the  "working  lifetime"  of  Social  Security  is  the  number  of 
years  between  1950  and  age  62. 
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increase  for  workers  who  delay  collecting  Social  Security  benefits  until  age 
70  (this  is  the  "delayed  retirement  credit  [DRC]").  The  normal  age  of 
retirement,  currently  age  65,  is  scheduled  to  increase  gradually  to  67 
beginning  in  2000,  and  the  actuarial  reduction  of  benefits  for  those  who 
begin  collecting  benefits  at  age  62  will  rise  from  20  to  30  percent. 

How  Are  Women  Treated? 

Quite  early  in  Social  Security's  history,  the  spouse  of  an  eligible  worker  was 
entitled  to  receive  one-half  of  the  other  spouse's  PI  A  as  a  benefit  (subject  to 
reductions  for  beneficiary  receipt  before  age  65).  Benefits  for  either  spouse 
are  still  currently  based  on  the  higher  of  (1)  the  PI  A  based  on  their  own 
work  history  or  (2)  one-half  of  the  PIA  of  the  spouse.  While  this  provision 
ostensibly  is  gender  neutral,  the  provision  in  fact  primarily  applies  to  married 
women,  since  their  earnings  and  labor  force  participation  rates  tend  to  be 
much  lower  than  those  of  their  husbands. 

In  the  past,  relatively  few  married  women  participated  extensively  in  the 
labor  force,  and  this  provision  of  the  law  addressed  the  issue  of  income 
adequacy  (couples  need  more  retirement  income  to  maintain  the  same 
standard  of  living  than  does  a  single  elderly  individual).  It  also  recognized 
the  contribution  of  married  women  in  the  home  and  in  caring  for  their 
children.  Currently,  however,  more  and  more  married  women  are  expected 
to  join  the  labor  force  to  help  support  their  families.  Since  Social  Security  is 
designed  to  be  a  social  insurance  program,  there  is  a  perception  that  couples 
where  both  spouses  work  are  being  treated  unfairly  compared  with  single- 
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earner  couples  because  dual-income  households  receive  less  benefits  for  each 
dollar  in  taxes  paid.4 

Typically,  married  men  tend  to  die  before  their  wives.  Currently,  Social 
Security  allows  the  surviving  spouse  to  receive  benefits  based  on  the  higher 
of  the  surviving  spouse's  or  the  deceased  spouse's  PIA.  Benefits  can  be 
collected  as  early  as  age  60  for  nondisabled  surviving  spouses  and  at  age  50 
for  disabled  surviving  spouses;  benefits  are  reduced  if  the  spouse  begins 
collecting  benefits  before  reaching  65  or  if  the  deceased  spouse  had  begun 
collecting  benefits  before  he  or  she  reached  age  65.  Couples  in  which  both 
spouses  work  are  treated  less  generously  as  a  result  of  this  provision  when 
compared  with  single-earner  couples.  In  a  single-earner  household,  before 
the  death  of  one  spouse,  the  couple  received  1.5  times  the  earner's  PIA 
(ignoring  any  adjustments  if  benefits  were  claimed  before  or  after  the  earner 
turned  age  65)  as  a  monthly  benefit.  At  the  death  of  one  spouse,  the 
surviving  spouse  of  that  couple  is  entitled  to  the  PIA  as  a  monthly  benefit 
(again  ignoring  any  adjustments  for  when  benefits  begin),  which  is  two-thirds 
of  the  amount  received  when  both  spouses  were  alive.  In  a  two-earner 
household,  the  benefits  of  a  surviving  spouse  may  be  as  little  as  one-half  of 
the  level  received  when  both  spouses  were  alive,  if  each  spouse  has  the 
same  PIA. 


4  A  simple  numerical  example  will  highlight  this  problem.  Suppose  Mr.  and  Mrs.  Jones  are  retiring  in 
1991,  both  are  aged  65,  and  only  Mr.  Jones  has  worked,  achieving  an  AIME  of  $3,000.  That  AIME  entitles 
Mr.  Jones  to  a  PIA  of  $1,103.60,  and  Mrs.  Jones  is  entitled  to  one-half  of  that  amount,  or  $551 ;  together 
the  Joneses  will  receive  a  monthly  benefit  of  $1,654.  At  the  same  time,  suppose  Mr.  and  Mrs.  Smith  are 
retiring  at  the  same  age,  but  both  Mr.  and  Mrs.  Smith  have  worked,  with  Mr.  Smith  achieving  an  AIME  of 
the  same  $3,000,  while  Mrs.  Smith  has  an  AIME  of  $833  (i.e.,  $10,000  per  year).  Once  again,  Mr.  Smith 
earns  a  PIA  of  $1,103.60,  but  Mrs.  Smith  receives  the  same  spouse's  benefit  as  Mrs.  Jones,  $551, 
because  Mrs.  Smith's  AIME  entitles  her  to  a  benefit  of  just  $518,  which  is  less  than  one-half  of  her 
husband's  PIA. 
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THE  INCOME  AND  WEALTH  OF  OLDER 
WOMEN  IN  1988  AND  2018 


Introduction 

In  comparing  the  financial  resources  of  elderly  women  today  and  in  30  years, 
we  will  highlight  three  significant  findings:  (1)  The  economic  status  of 
elderly  women  is  expected  to  improve;  (2)  single  elderly  women  will 
continue  to  have  lower  levels  of  income  and  wealth  in  the  future;  and  (3)  the 
relative  economic  well-being  of  elderly  single  persons  will  decline  compared 
with  that  of  elderly  couples. 

The  income  and  wealth  estimates  for  the  five  different  elderly  groups  (i.e.,  all 
elderly,  elderly  couples,  all  single  elderly,  single  elderly  men,  and  single 
elderly  women)  discussed  in  this  paper  are  produced  by  the  Lewin/ICF 
Pension  and  Retirement  Income  Simulation  Model  (PRISM),  which  is  a 
large,  dynamic  microsimulation  model.  Further  technical  information 
concerning  the  PRISM  model  is  presented  in  appendix  D.  It  is  important  to 
keep  in  mind  that  the  projections  presented  here  attempt  to  predict  the 
behavior  of  retirees  30  years  in  the  future  on  the  basis  of  assumptions 
regarding  relevant  behavior  today  and  assumptions  about  the  economy.  To 
the  degree  that  these  assumptions  are  not  met,  the  results  of  the  analysis  will 
differ. 

The  PRISM  estimates  predict  that  the  income  and  wealth  of  the  elderly  will 
increase  during  the  next  30  years.  PRISM  simulations  indicate  that  family 
incomes  of  the  elderly  are  expected  to  increase  by  almost  50  percent  in  real 
terms  (rising  from  $18,216  to  $26,783,  using  1988  constant  dollars).  The 
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annual  real  increase  in  average  elderly  incomes,  1.3  percent,  is  more  rapid 
than  the  long-term  1.1 -percent  increase  in  real  wages  predicted  by  SSA's 
Office  of  the  Actuary  (i.e.,  the  midline  Assumption  II  predictions).  Elderly 
incomes  are  expected  to  rise  more  rapidly  than  real  wages  in  the  future 
because  the  receipt  of  many  components  of  elderly  income,  particularly 
pensions,  is  predicted  to  increase  rapidly.  The  predicted  growth  rate  of 
elderly  median  incomes  between  1988  and  2018,  1.6  percent,  is  even  swifter 
but  is  considerably  slower  than  the  historic  rate  of  2.6  percent  from  1967  to 
1989.  Despite  these  gains,  the  relative  economic  position  of  the  single 
elderly,  particularly  single  women,  will  decline,  as  the  growth  of  their  mean 
and  median  incomes  will  be  much  slower  than  that  of  couples  (or  elderly 
single  men). 

The  Incomes  of  the  Elderly: 
1988  and  2018 

Table  1  presents  estimates  of  the  median  levels  of  income  received  from 
different  sources  of  income  for  recipients  of  that  income  source  in  1988  and 
2018.  At  the  end  of  the  chapter,  table  4  presents  mean  income  amounts  as  a 
comparison,  although  the  results  in  both  tables  are  quite  similar. 

The  second  and  third  columns  of  table  1  indicate  the  fraction  of  each  elderly 
group  (i.e.,  all  elderly,  couples,  all  singles,  single  males,  and  single  females) 
receiving  income  from  the  source  shown  in  column  1.  For  example,  in  1988, 
92.1  percent  of  all  elderly  received  Social  Security  income,  and  Social 
Security  represented  41.0  percent  of  the  total  income  of  the  elderly. 

In  reading  the  table,  it  is  important  to  notice  that  median  income  amounts  are 
for  recipients  of  that  income  source.  For  example,  in  1988,  the  median 
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pension  amount  was  $5,613  for  couples  receiving  pensions  and  $3,526  for 
single  elderly  women  receiving  pensions.  While  the  ratio  of  the  median  for 
single  females  to  the  median  for  couples  was  63  percent  in  1988,  the  relative 
pension  benefits  of  single  elderly  women  are  much  smaller  than  those  of 
couples  because  less  than  28  percent  of  single  elderly  women  received  a 
pension  in  1988  compared  with  the  over  53  percent  of  elderly  couples  who 
received  some  pension  income. 


Total  Income  in  1988  and  2018 


Table  1  indicates  that  total  median  elderly  incomes  will  rise  rapidly  from 
1988  to  2018.  Median  income  for  all  the  elderly  is  expected  to  increase 
almost  $7,000,  from  $11,769  to  $18,755,  a  gain  of  over  59  percent  (or  an 
annual  growth  rate  of  1.6  percent).  While  the  incomes  for  each  elderly  group 
and  each  elderly  cohort  (i.e.,  65  to  74,  75  to  84,  and  85  and  above)  are 
expected  to  increase,  median  incomes  of  elderly  couples  (annual  growth  rate 
of  1.6  percent  per  year)  and  elderly  single  males  (annual  growth  rate  of 
1.9  percent  per  year)  have  more  rapid  growth  than  that  of  single  elderly 
females  (just  1.1  percent  per  year).  Total  median  income  of  the  younger 
elderly  cohorts  (age  65  to  74)  also  are  predicted  to  increase  more  rapidly 
than  the  total  median  income  of  the  oldest  elderly  (age  85  and  older)  from 
1988  to  2018,  at  a  rate  of  1.7  percent  versus  1.1  percent  per  year.  Table  2 
presents  the  total  and  annual  growth  rates  of  median  income  for  different 
elderly  groups. 
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Median  Income  Level  for  Recipients  of  That  Income  Source  by  Age  Group 
(in  real  1988  dollars) 
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Table  2 

CHANGE  IN  TOTAL  MEDIAN  INCOME  OF  THE  ELDERLY:  1988  TO  2018 

Elderly  Group 

Total  Median 
Income:  1988 

Total  Median 
Income:  2018 

Total  Growth: 
1988  to  2018 

Annual 
Growth: 
1988  to  2018 

All  Elderly 

$11,769 

$18,755 

59.4% 

1.56% 

Elderly 
Couples 

$19,755 

$31,513 

59.5% 

1.57% 

Single  Elderly 

$8,057 

$11,954 

48.4% 

1.32% 

Single  Elderly 
Men 

$9,856 

$17,482 

77.4% 

1.93% 

Single  Elderly 
Women 

$7,760 

$10,935 

40.9% 

1.15% 

Elderly  Aged 
65  to  74 

$14,374 

$23,680 

64.7% 

1.68% 

Elderly  Aged 
75  to  84 

$10,268 

$16,384 

59.6% 

1.57% 

Elderly  Aged 
85  and  above 

$7,680 

$10,476 

36.4% 

1.04% 

SOURCE:    Unpublished  Tables,  Lewin-ICF  (1991). 


Comparing  the  income  of  single  individuals  with  that  of  couples  is 
problematic  because  a  single  person  can  maintain  the  same  standard  of  living 
as  a  couple  with  less  income.  Although  not  a  perfect  measure,  the  poverty 
level  is  commonly  used  to  adjust  incomes  to  account  for  differences  in 
household  size.  Table  3  measures  median  total  incomes  as  a  percentage  of 
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the  poverty  line  for  different  groups  of  the  elderly  in  1988  and  201 8. 5  In 
1988,  the  poverty  line  for  single  elderly  individuals  was  $5,674,  while  the 
corresponding  level  for  couples  was  $7,158. 

Once  again,  all  these  groups  are  predicted  to  experience  gains  in  their 
standard  of  living  between  1988  and  2018.  As  before,  the  gains  for  couples 
and  single  elderly  men  are  considerably  more  rapid  than  for  single  elderly 
women,  and  the  gains  for  younger  cohorts  are  also  more  rapid  than  for  more 
elderly  cohorts. 


Table  3 

TOTAL  MEDIAN  INCOMES  OF  THE  ELDERLY  AS  A  PERCENTAGE  OF  THE 
POVERTY  LINE:  1988  AND  2108 

Elderly  Group 

1988 

2018 

Elderly  Couples 

276% 

441% 

All  Single  Elderly 

142% 

211% 

Single  Elderly  Men 

174% 

308% 

Single  Elderly  Women 

137% 

193% 

Elderly  Couples  Aged  65  to  74 

299% 

499% 

Single  Elderly  Women  Aged  85  and  above 

124% 

162% 

SOURCE:     Unpublished  Tables,  Lewin-ICF  (1991). 


5  PRISM  simulates  the  incomes  of  the  elderly  individuals  themselves,  not  the  income  of  the  family  in 
which  that  elderly  person  lives.  Some  of  the  elderly  live  with  their  adult  children. 
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Social  Security  Income 

Table  1  indicates  that  Social  Security  income  is  the  single  most  important 
source  of  income  for  the  elderly.  In  1988  over  92  percent  of  the  elderly 
received  some  Social  Security  income,  with  over  95  percent  of  couples  and 
90  percent  of  single  individuals  receiving  income  from  this  source.  By  2018, 
when  coverage  is  almost  universal,  over  97  percent  of  each  elderly  group  is 
expected  to  receive  some  Social  Security  income.  Social  Security 
represented  41  percent  of  all  elderly  income  in  1988  and  over  52  percent  of 
the  income  of  single  elderly  women.  By  2018  Social  Security  is  predicted  to 
constitute  a  slightly  smaller  fraction  of  total  income,  falling  from  41  to  just 
under  39  percent  of  total  income. 

For  recipients,  Social  Security  benefits  are  more  equally  distributed  across 
different  elderly  groups  and  cohorts  than  total  income.  For  example,  the 
median  benefit  for  single  elderly  women  recipients  in  1988  was  59  percent  of 
the  median  benefit  for  recipient  elderly  couples,  while  the  total  median 
income  for  single  elderly  women  was  just  39  percent  of  the  level  for  elderly 
couples.  Similarly,  the  ratio  of  median  Social  Security  benefits  received  by 
the  oldest  elderly  cohort  to  those  of  the  youngest  (age  65  to  74)  elderly 
cohort  in  1988  was  85  percent,  while  the  ratio  of  median  total  income  of  the 
oldest  elderly  cohort  to  that  of  the  cohort  aged  65  to  74  was  just  53  percent 
in  the  same  year.  The  more  equal  distribution  of  Social  Security  income  as 
compared  to  total  income  is  due  to  the  interplay  of  several  factors: 
(1)  Unlike  many  other  sources  of  elderly  income  (e.g.,  earnings  and  some 
annuities  and  pensions),  Social  Security  income  does  not  end  after  the  death 
of  one  spouse;  (2)  the  graduated  scale  of  relating  AIMEs  to  PIAs  entitles 
lower  income  workers  to  Social  Security  benefits  that  are  a  much  higher 
fraction  of  their  lifetime  earnings  than  that  of  higher  income  workers;  and 
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(3)  the  annual  cost-of-living  adjustments  maintain  the  purchasing  power  of 
benefits  for  the  oldest  cohort  (many  other  income  sources  decline  in  value 
with  inflation). 

Income  from  Assets 

Table  4  indicates  that  income  from  assets  accounts  for  a  large  fraction  of 
total  elderly  income.  In  1988,  66  to  81  percent  of  different  elderly  groups 
received  some  asset  income,  and  asset  income's  share  of  total  income  ranged 
from  22  to  24  percent  for  the  different  elderly  groups.  By  2018  the  fraction 
of  the  elderly  expected  to  receive  some  asset  income  rises  to  between  74  and 
89  percent  of  the  elderly;  however,  asset  income's  share  of  total  income 
drops  for  all  elderly  groups,  now  ranging  from  15  to  21  percent  of  total 
income  (in  part  due  to  the  growth  of  other  sources  of  income  such  as 
employer  pensions). 

When  looking  at  the  median  levels  of  asset  income  for  recipients  of  that 
income  source,  one  is  struck  by  how  low  these  median  amounts  are.  For 
example,  in  1988,  elderly  couples  aged  65  to  74  had  the  highest  median 
income  from  assets  ($1,885),  while  single  males  aged  85  and  above  had  a 
median  of  just  $145  for  recipients.  By  2018  the  median  level  of  asset 
income  for  recipient  couples  aged  65  to  74  is  expected  to  be  just  $2,781, 
while  the  level  for  single  elderly  aged  85  and  above  actually  declines  to 
$136,  reflecting  that  the  growth  in  the  fraction  of  this  group  receiving  some 
asset  income  is  concentrated  at  very  low  levels  of  income  receipt.  In  fact, 
while  most  elderly  receive  some  asset  income,  the  bulk  of  asset  income 
accrues  to  a  few  elderly,  indicating  that  the  wealth  of  the  elderly  is  highly 
concentrated.  PRISM  estimates  that  5  percent  of  the  elderly  owned  55.6 
percent  of  total  elderly  assets  in  1988.  The  wealthiest  5  percent  of  the 
elderly  are  predicted  to  own  48.1  percent  of  total  elderly  assets  in  2018. 
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Pension  Income 

PRISM  predicts  that  the  largest  differences  in  elderly  incomes  between  1988 
and  2018  will  be  due  to  the  changing  roles  of  pensions.  Pension  income 
includes  traditional  employer-provided  plans  (defined  benefit  plans),  other 
employer-provided  plans  (e.g.,  thrift  plans,  profit-sharing  plans,  and  employer 
stock  option  plans),  and  personal  pension  plans  (e.g.,  IRAs  and  Keoghs).  In 
1988,  while  pensions  made  up  fairly  large  shares  of  total  income  for  different 
elderly  groups  (ranging  from  14  percent  for  single  elderly  women  to  22 
percent  for  single  elderly  men),  the  receipt  of  pension  income  was  highly 
concentrated.  Less  than  28  percent  of  elderly  women  received  any  pension 
income  at  all  in  1988,  while  just  over  half  (53  percent)  of  elderly  couples 
received  any  pension  income  in  1988.  While  the  median  levels  of  pension 
income  for  different  groups  of  elderly  recipients  did  not  vary  greatly  (the 
median  level  was  $3,472  for  single  elderly  women  recipients  aged  65  to  74, 
which  is  59.5  percent  of  the  $5,835  figure  for  elderly  couples  of  the  same 
age  group),  one  cannot  lose  sight  of  the  relatively  low  number  of  elderly 
pension  beneficiaries  in  1988. 

The  role  of  pensions  is  expected  to  change  dramatically  by  2018.  The 
fraction  of  the  elderly  receiving  pension  income  will  grow  rapidly — from 
under  40  to  over  76  percent — during  this  30-year  period.  PRISM  predicts 
that  over  88  percent  of  elderly  couples  and  almost  67  percent  of  elderly 
single  women  will  receive  some  pension  income  in  2018. 

Pensions  will  form  a  large  share  of  total  elderly  income,  rising  from  17  to 
25  percent  for  all  elderly  between  1988  and  2018,  with  similar  rates  of 
growth  being  experienced  by  all  elderly  groups.  This  growth  in  income 
receipt  comes  despite  the  decline  in  median  levels  of  pension  income  for 
many  recipient  groups;  between  1988  and  2018,  median  pension  income  is 
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expected  to  decline  for  all  elderly  from  $4,858  to  $4,729,  while  the  median 
for  elderly  singles  will  fall  from  $3,918  to  $3,281.  As  with  the  changes  in 
asset  income,  median  pension  benefits  for  elderly  recipients  decline  during 
this  period  because  so  many  more  elderly  are  receiving  some  pension 
income.  The  additional  recipients  of  pension  income,  many  of  them  women, 
have  lower  wages  and  shorter  work  histories  than  current  pension  recipients. 
Much  of  the  growth  is  also  due  to  increases  in  employer  pension  coverage 
from  1940  to  1980. 

Income  from  Earnings 

Very  few  of  the  elderly  remained  in  the  work  force  in  1988,  and  PRISM 
predicts  that  an  even  smaller  fraction  of  the  elderly  will  be  working  in  2018. 
The  relatively  high  level  of  Social  Security  and  private  pension  income  in 
1988  allowed  many  of  the  elderly  to  retire  from  paid  employment,  and  the 
expected  growth  in  income  from  these  sources  during  the  next  30  years  will 
allow  even  more  of  the  elderly  to  stop  working.  In  both  1988  and  2018, 
roughly  a  third  of  elderly  couples  will  earn  income  from  employment,  while 
less  than  10  percent  of  the  single  elderly  have  any  earnings  in  either  period. 
Median  earnings  for  elderly  workers  are  relatively  high,  ranging  from  $7,996 
for  single  elderly  women  to  $13,445  for  elderly  couples  in  1988,  and  rise  to 
$8,034  for  single  elderly  women  and  $18,453  for  elderly  couples  in  2018. 

The  reasons  for  these  differences  are  clear.  Elderly  couples  tend  to  earn 
higher  incomes  than  do  single  elderly,  since  both  members  of  the  couple  can 
earn  income.  Because  men  tend  to  earn  higher  wages  than  women,  single 
elderly  men  and  elderly  couples  with  the  husband  as  the  only  wage-earner 
will  generally  earn  higher  incomes  than  working  single  elderly  women. 
Finally,  many  single  elderly  women  in  both  1988  and  in  2018  will  not  have 
had  a  strong  attachment  to  the  labor  force  and  will  become  single  after  the 
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deaths  of  their  spouses.  Entering  the  labor  force  and  finding  paid 
employment  is  difficult  for  many  elderly  widows. 

SSI  Income 

The  Supplemental  Security  Income  program  (SSI)  is  a  means-tested  transfer 
program  providing  cash  benefits  to  the  elderly  and  disabled  poor.  Very  few 
of  the  elderly  receive  SSI  benefits;  in  1988  just  9.3  percent  of  all  elderly 
received  income  from  this  source,  and  less  than  3  percent  of  the  elderly  in 
2018  are  expected  to  receive  any  SSI  benefits.  Because  single  elderly 
women  have  higher  rates  of  poverty  than  single  elderly  men  or  elderly 
couples,  it  is  not  surprising  that  the  elderly  group  with  the  highest  rate  of  SSI 
recipiency  is  single  elderly  women.  In  1988  15.3  percent  of  single  elderly 
women  received  some  SSI  benefits  compared  with  8.1  percent  of  single 
males  and  2.8  percent  of  elderly  couples.  By  2018  all  of  these  recipiency 
rates  are  expected  to  decline  sharply,  but  single  elderly  women  will  continue 
to  have  the  highest  recipiency  rates  at  5.1  percent  compared  with  a 
1.0-percent  rate  for  single  elderly  men  and  a  0.2-percent  rate  for  elderly 
couples.  Declining  rates  of  elderly  poverty  in  the  future  account  for  this 
predicted  decline  in  SSI  recipiency.6 

Mean  Incomes  of  the  Elderly  by  Income  Source 
in  1988  and  2018 

Table  4  provides  data  on  the  mean  incomes  for  different  sources  of  income 
for  the  elderly.  The  numbers  in  table  4  indicate  that  (1)  the  incomes  of 


6  In  general,  incomes  increase  with  increases  in  wages.  The  SSI  level  of  eligibility  is  assumed  to 
increase  only  by  the  rate  of  increase  in  inflation.  Given  predicted  trends  in  wages,  it  is  not  surprising  that 
SSI  and  poverty  rates  decline. 
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younger  elderly  couples  tend  to  be  much  higher  than  those  of  older,  single 
elderly  women  and  (2)  the  income  of  all  elderly  groups  is  expected  to  rise 
between  1988  and  2018,  although  the  rise  in  the  incomes  of  elderly  couples 
and  single  elderly  men  is  swifter  than  the  rise  in  the  incomes  of  single 
elderly  women. 

Two  additional  points  should  be  noted  when  analyzing  table  4's  entries. 
First,  the  mean  levels  of  income  sources  with  high  rates  of  recipiency  (e.g., 
total  income  and  Social  Security  income)  tend  to  be  higher  than  the  median 
levels  for  recipients  of  that  income  source.  This  tendency  reflects  the 
positive  skew  of  most  income  distributions.  In  other  words,  the  very  high 
incomes  of  some  families  can  raise  the  mean  level  of  income,  while  the  very 
large  number  of  smaller  incomes  causes  the  median  income  received  to 
remain  low.  Considering  an  extreme  example,  if  10  percent  of  the 
population  has  an  income  of  $1,000,000,  and  the  other  90  percent  of  the 
population  has  an  income  of  $10,000,  the  mean  income  is  $109,000,  while 
the  median  income  of  recipients  is  just  $10,000. 

Second,  consider  the  opposite  case,  where  very  few  families  receive  income 
from  a  particular  source  (e.g.,  SSI).  In  this  case,  the  median  level  of  income 
for  recipients  from  this  source  may  be  much  higher  than  the  mean  income 
from  the  source  for  the  entire  population. 

Considering  another  extreme  example,  if  a  government  transfer  program  pays 
1  percent  of  elderly  families  a  benefit  of  $2,500  each,  the  median  benefit 
from  this  source  is  $2,500,  while  the  mean  level  of  income  from  this  source 
for  the  entire  population  is  only  $25. 
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The  Total  and  Financial  Assets  of  the  Elderly 
in  1988  and  2018 


Table  5  presents  the  distribution  of  total  and  financial  assets  for  different 
elderly  groups  in  1988  and  2018.  Each  table  entry  indicates  the  fraction  of 
the  elderly  group  in  question  whose  total  net  worth  (or  level  of  financial 
assets)  falls  into  the  range  indicated  for  each  year.  For  example, 
31.34  percent  of  single  elderly  women  had  a  net  worth  of  less  than  $10,000 
in  1988. 

In  general  all  elderly  groups  are  expected  to  become  wealthier  between  1988 
and  2018.  For  example,  the  fraction  of  all  elderly  whose  total  net  worth  is 
less  than  $10,000  falls  from  23.54  percent  in  1988  to  15.66  percent  in  2018. 
The  decline  is  from  13.07  to  6.72  percent  for  elderly  couples,  from 
27.57  to  17.33  percent  for  single  elderly  males,  and  from  31.34  to  23.35 
percent  for  single  elderly  women.  Similarly,  the  fraction  of  elderly  groups 
with  a  net  worth  of  over  $100,000  increases  from  41.29  to  60.76  percent  for 
all  elderly,  from  59.52  to  79.01  percent  for  elderly  couples,  from  30.61  to 
53.20  percent  for  single  elderly  men,  and  from  28.74  to  46.26  percent  for 
single  elderly  womea  As  with  the  income  data,  information  on  elderly 
wealth  holdings  indicates  that  elderly  couples  will  be  better  off  than  elderly 
singles  and  that  elderly  men  will  be  better  off  than  elderly  women. 
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INPUT  FROM  THE  PUBLIC 


Introduction 

The  1991  Advisory  Council  on  Social  Security  was  convened  in  June  1989. 
Since  that  time,  national  attention  has  focused  increasingly  on  health  care 
delivery  and  financing  and  retirement  income  issues,  especially  in  light  of 
changing  demographics  and  the  implications  these  have  for  financing  public 
health  care  and  income  security  programs.  The  Council's  deliberations  on 
these  issues  led  the  Chair  of  the  Council,  Deborah  Steelman,  with  the  support 
of  the  other  Council  members,  to  conclude  that  the  American  public  should 
be  included  in  the  debate  on  the  future  of  health  care  and  retirement  income 
policy  in  this  country.  A  decision  was  reached  that  the  Advisory  Council 
should  conduct  a  survey  of  the  American  people  on  health  and  retirement 
income  issues  and  hold  a  series  of  public  hearings  throughout  the  country. 

The  Council  conducted  a  national  survey  that  consisted  of  two  parts: 
(1)  health-related  issues  and  (2)  Social  Security  issues. 

The  part  of  the  survey  concerning  Social  Security  issues  was  conducted  in 
October  1991.  Over  1,200  Americans  were  surveyed  during  that  period. 
The  sample  included  persons  older  than  age  18  from  all  geographic  regions 
of  the  United  States. 

In  addition  to  other  retirement  income-related  topics,  the  survey  covered  a 
range  of  topics  related  to  the  treatment  of  women  under  the  Social  Security 
program. 
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In  addition  the  Council  embarked  on  a  series  of  nationwide  hearings  and  site 
visits,  conducting  10  public  hearings  from  the  summer  of  1990  through  the 
spring  of  1991.  The  hearings  were  held  in  Washington,  DC  (2),  Chicago,  IL, 
Indianapolis,  IN,  Seattle,  WA,  Manchester,  NH,  Atlanta,  GA,  San  Diego,  CA, 
SL  Petersburg,  FL,  and  Albuquerque,  NM. 

Prior  to  each  hearing  an  announcement  was  made  in  the  Federal  Register 
inviting  the  public  to  attend  and  participate.  Council  staff  publicized  the 
hearings  by  working  with  civic  organizations,  community  groups, 
government  agencies,  and  professional  organizations  and  by  sending  press 
releases  to  several  print  and  other  news  media  organizations  in  the  States 
where  hearings  were  held. 

The  hearings  provided  testimony  from  scheduled  witnesses  and  an  "open 
microphone"  session  for  comments  from  the  public.  Witnesses  included 
State  and  local  officials,  health  care  professionals  and  administrators, 
representatives  of  non-profit  organizations  working  on  retirement  and  health 
care  issues,  consumers,  insurers,  scholars,  businesses,  and  advocates  for  the 
poor,  the  elderly,  and  women.  In  addition  to  health  care  issues,  they 
discussed  the  role  of  Social  Security  in  retirement  planning,  the  adequacy  of 
benefits  for  widows  and  widowers,  and  other  aspects  of  the  retirement 
income  system  in  the  United  States. 

Results  of  the  Hearings 

Over  the  more  than  half  century  that  the  Social  Security  program  has  been  in 
existence,  the  social  and  economic  fabric  of  the  American  family  has 
undergone  many  changes.  The  family  considered  typical  50  years  ago — a 
husband  who  was  the  breadwinner  and  a  wife  who  was  solely  a 
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homemaker — has  faded  from  prominence.  Instead,  the  two-income  couple 
that  shares  responsibility  for  supporting  the  family  has  emerged.  The  rate  of 
married  women  in  the  labor  force  has  grown  from  17  percent  in  1940  to 
57.8  percent  in  1989.  For  married  women  aged  25  to  44,  the  rate  is 
approximately  70  percent7 

Although  the  Social  Security  program  is  gender  neutral  in  that  the  same 
amount  of  benefits  are  paid  to  workers  with  the  same  work  history  and  age 
regardless  of  gender,  periodic  reexamination  of  the  Social  Security  program 
and  its  responsiveness  to  situations  highlights  three  areas  of  concern:  the 
effect  on  Social  Security  benefits  of  the  time  a  woman  spends  out  of  the 
work  force  in  caregiving  activities;  the  potential  benefit  inequities  for 
working  wives  and  two-earner  couples;  and  the  adequacy  of  benefits  for 
widows  and  widowers,  the  poorest  groups  receiving  Social  Security  benefits. 

The  Council  heard  a  great  deal  of  testimony  on  women's  issues.  The  vast 
majority  of  those  who  testified  believe  that  benefits  for  women  are  too  low. 
Many  testified  that  displaced  homemakers,  married  for  most  of  their  lives  and 
then  divorced  by  their  spouses,  were  hardest  hit,  since  years  without  earnings 
adversely  affect  Social  Security  benefits.  Solutions  proposed  included 
sharing  earnings  (dividing  a  married  couple's  earnings  equally  between 
husband  and  wife),  instituting  displaced  homemakers'  benefits,  and  excluding 
years  in  homemaking  from  the  benefit  computation. 

Others  argued  that  widows  too  young  to  draw  Social  Security  were  unfairly 
treated  by  the  system.  Some  argued  that  terminating  a  young  mother's 
benefits  when  her  child  reaches  age  16  is  unfair.  Recommended  solutions 


7  Social  Security  Administration,  Office  of  Legislation  and  Congressional  Affairs,  "Treatment  of  Families 
and  Women  Under  Social  Security"  (unpublished  paper),  1990. 
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included  a  benefit  for  young  widows  or  turning  over  a  portion  of  the 
deceased  wage  earner's  contributions  to  the  family. 

At  the  San  Diego  hearing,  three  private  citizens — Blanche  Sloan,  Jean  Stern, 
and  Dorothy  Berger — outlined  how  divorce,  death  of  the  family  wage  earner, 
and  separation  had  caused  a  loss  of  income  for  them.  Jean  Stern  cited 
statistics  indicating  that  women  make  up  three-fourths  of  the  elderly  poor, 
they  are  less  likely  to  receive  pensions;  and  four  times  as  many  widows  live 
in  poverty  as  do  wives,  even  if  they  previously  had  comfortable  incomes. 
She  pointed  out  that  up  to  seven  million  women  are  unpaid  care  givers  to  the 
elderly  and  that  80  percent  of  these  care  givers  will  be  on  duty  seven-days-a- 
week.  Ms.  Stern  argued  that  this  time  out  of  the  work  force  (coupled  with 
the  fact  that  women,  even  those  with  "good"  jobs,  are  likely  to  be  paid  far 
less  than  men  doing  comparable  work)  results  in  low  retirement  income  for 
women. 

Jayne  Mason  Braumbargh,  community  liaison  officer  for  the  Seattle-King 
County  Chapter  of  the  Older  Women's  League,  testified  in  Seattle  that 
although  Social  Security  has  lifted  and  maintained  millions  of  older  people 
out  of  poverty,  the  average  benefit  for  women  in  1989  was  only  $459  versus 
an  average  of  $511  for  all  Social  Security  beneficiaries.  She  attributed  this 
to  many  factors,  including  the  fact  that  women  earn  only  66  percent  of  the 
dollars  that  men  earn.  As  a  solution,  Ms.  Brambaugh  proposed  sharing 
earnings,  revamping  private  pension  laws  that  disfavor  women's  working 
patterns,  and  reforming  IRA  regulations  to  encourage  participation  by 
women.  She  concluded  that "...  thinking  women  are  aware  of  the  need  for 
three  legs  of  the  retirement  stool:  Social  Security,  pension,  and  savings.  But 
until  these  underlying  factors  which  impoverish  women  are  corrected,  many 
will  continue  to  face  their  later  years  with  little  hope  of  either  financial 
equity  or  dignity." 
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At  the  St.  PetersburgA'ampa  hearing,  Angela  Martinez,  Director  of  the  Senior 
Home  Improvement  Program  at  the  Center  for  Women,  testified  that  Social 
Security  has  played  a  role  in  the  "povertization"  of  American  women.  In  the 
past,  women  were  expected  to  be  homemakers.  Martinez  argued  that  in 
working  with  the  elderly  poor,  she  has  found  that  approximately  93  percent 
are  women.  "It  has  always  amazed  me  that  they  can  exist  on  so  little, 
approximately  $4,000  annually.  Of  course,  not  all  of  them  can.  Some  die  of 
malnutrition,  some  freeze  to  death  because  they  cannot  afford  heat,  and  some 
die  for  lack  of  medicine  they  cannot  afford — but  mainly  they  exist.  Social 
Security  cannot  cure  all  the  ills  of  poverty,  but  it  can  stop  contributing  to 
them." 

In  a  related  area,  Jean  Schoulenberg,  a  former  member  of  the  Chula  Vista 
School  Board,  testified  in  San  Diego  that  the  government  pension  offset 
provision  in  the  Social  Security  Act  discriminates  against  women.  She 
argued  that  although  this  provision  (which  offsets  the  spouse's  benefit  of  a 
person  already  receiving  a  government  pension  based  on  work  not  covered 
by  Social  Security)  applies  equally  to  men  and  women,  it  affects  women 
much  more  than  men,  because  women  are  more  likely  to  receive  a  spouse's 
benefit  than  are  men. 

Results  of  the  Survey 

In  addition  to  collecting  testimony  from  the  public,  the  Council  also 
commissioned  a  survey  of  public  attitudes  about  Social  Security.  Survey 
questions  concentrated  on  the  issues  of  elderly  poverty  (particularly  poverty 
among  the  very  old)  and  the  adequacy  and  equity  of  Social  Security  benefits 
provided  to  women  who  worked,  both  before  and  after  the  deaths  of  their 
spouses. 
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The  results  of  the  survey  are  illuminating.  Fully  81  percent  of  the  public 
agrees  with  (or  strongly  agrees  with)  the  statement  that  "Americans  who  are 
over  age  85  and  living  alone  are  more  likely  to  be  poor  than  are  younger 
Americans"8  Ninety-two  percent  of  the  public  believes  that "...  something 
should  be  done  to  prevent  very  old  Americans  from  becoming  poor."  The 
public  is  uncertain,  however,  about  how  the  problem  of  poverty  among  the 
very  old  should  be  addressed.  Seventy-two  percent  feel  that  Social  Security 
should  prevent  poverty  among  the  very  old,  regardless  of  the  cost,  while  at 
the  same  time,  81  percent  of  those  interviewed  believe  that  programs 
specifically  targeted  at  the  poor,  instead  of  Social  Security,  should  be  used  to 
prevent  poverty  among  the  very  old. 

A  large  majority  of  the  public  would  like  to  see  Social  Security  benefits  for 
elderly  women  increase.  For  example,  65  percent  favor  increasing  benefits  to 
women  who  left  the  labor  force  to  provide  care  to  their  children  or  to 
disabled  family  members.  Sixty-nine  percent  of  the  public  agrees  with  the 
following  statement: 

In  general,  in  cases  in  which  each  member  of  an  elderly  couple  receives 
a  Social  Security  benefit  and  one  member  of  that  couple  dies,  the 
surviving  member  will  receive  only  the  higher  of  the  two  benefits  the 
couple  had  received.  Some  have  tried  to  make  the  case  that  the 
survivor  should  be  allowed  to  keep  two-thirds  of  the  couple's  combined 
benefit  if  that  would  result  in  a  higher  Social  Security  benefit.  Do  you 
believe  that  such  a  change  should  be  made  in  the  Social  Security 
system? 


8  Seventeen  percent  disagreed  or  strongly  disagreed  with  the  statement,  with  the  remainder  of 
respondents  neither  agreeing  nor  disagreeing  or  not  having  an  opinion. 
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Among  those  polled  who  agreed  with  this  statement  (i.e.,  the  69  percent), 
89  percent  still  would  favor  changing  survivors  benefits,  even  if  these  new 
benefits  cost  $2.6  billion  over  a  5-year  period. 
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CONCLUSIONS 


The  results  of  the  simulations  done  by  Lewin/ICF  for  the  Advisory  Council 
on  Social  Security  indicate  that  elderly  women  will  have  more  income  in  real 
terms  in  2018  than  they  did  in  1988.  However,  the  median  income  of  single 
elderly  women  will  be  only  63  percent  that  of  single  elderly  men,  and  the 
average  income  for  such  women  will  be  only  64  percent  that  of  single  elderly 
men.  In  addition,  concern  exists  about  the  effect  on  Social  Security  benefits 
of  time  spent  out  of  the  work  force  in  care-giving  activities,  benefit  equity 
for  working  wives  and  two-earner  couples,  and  the  adequacy  of  benefits  for 
widows  and  widowers. 

The  Council  recognizes  that  not  all  Americans  who  receive  Social  Security 
are  as  well  protected  as  they  should  be.  This  report  indicates  that  in  2018,  as 
today,  several  groups  remain  vulnerable:  widows  and  widowers,  single  people 
living  alone,  and  people  with  low  incomes.  In  addition,  although  this  report 
did  not  focus  on  minorities,  the  Council  recognizes  that  minorities  may  be 
vulnerable  as  well. 

The  Council  recognizes  the  importance  of  these  issues;  however,  because  of 
time  constraints,  the  Council  is  not  able  to  conduct  an  in-depth  analysis  of 
various  proposals  to  address  the  issues.  The  Council  therefore  recommends 
that  three  separate  task  forces  be  established  to  examine  issues  posed  by  the 
Social  Security  program  for  women,  low-income  individuals,  and  minorities. 
The  Council  recommends  that  these  task  forces  be  convened  by  the 
Commissioner  of  Social  Security,  develop  specific  proposals,  and  report  their 
findings  within  a  year  of  their  establishment. 
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Appendix  A 
History  of 

Social  Security  Provisions 
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APPENDIX  A 


The  original  Social  Security  program,  created  by  the  Social  Security  Act 
of  1935,  provided  monthly  benefits  only  for  aged  retired  workers.  The  law 
made  no  provision  for  a  worker's  dependents  or  survivors. 

The  1937-38  Advisory  Council  on  Social  Security  recommended  that 
monthly  benefits  be  paid  to  aged  wives  and  widows.  As  the  basis  for 
recommending  survivors  benefits  for  widows,  the  Council  cited  (1)  the 
decline  of  the  extended  family  as  a  source  of  support  for  aged  women  and 
(2)  the  probability  that  women  will  outlive  their  husbands.  The  Council 
stated  in  its  report  the  basis  for  recommending  benefits  for  wives  as  follows: 

The  inadequacy  of  the  benefits  payable  during  the  early  years  of 
the  program  is  more  marked  where  the  benefit  must  support  not 
only  the  annuitant  himself  but  also  his  wife.  Payment  of 
supplementary  allowances  to  annuitants  who  have  wives  over  65 
will  increase  the  average  benefit  in  such  a  manner  as  to  meet  the 
greatest  social  need  with  the  minimum  increase  in  cost. 

In  1939  the  Congress  took  account  of  the  Advisory  Council's 
recommendations  and  enacted  legislation  that  provided  wives'  benefits  equal 
to  one-half  of  workers'  benefits  and  widows'  benefits  equal  to  three-fourths 
of  workers'  benefits.  (Exhibit  A  illustrates  the  amendments  to  the  original 
Social  Security  Act  that  affect  women.) 

In  anticipation  that  most  wives  in  the  long  run  would  work  and  get  benefits 
based  on  their  own  earnings,  the  1939  legislation  also  established  the  so- 
called  "dual  entitlement"  provision.  This  provision,  under  which  a  spouse's 


45 


benefit  is  offset  dollar  for  dollar  against  that  person's  worker's  benefit,  is 
based  on  the  idea  that  women  who  are  eligible  for  benefits  based  on  their 
own  earnings  cannot  be  considered  completely  dependent  on  their  spouses' 
earnings  for  support;  thus  they  should  not  receive  a  full  wife's  benefit  in 
addition  to  their  own  worker's  benefit.  Using  the  same  rationale,  Congress 
extended  the  dual  entitlement  provision  to  surviving  spouses'  benefits  as 
well. 

In  addition  the  1939  Amendments  provided  for  benefits  for  a  worker's  young 
child  and  for  a  surviving  wife  under  age  65  who  is  caring  for  an  eligible 
child.  Benefits  were  also  provided  for  surviving  parents  who  are  65  and 
older  and  dependent  on  a  worker  with  no  surviving  widow  or  child  under 
age  18.  (In  1946,  the  requirement  that  a  worker  not  have  a  surviving  widow 
was  modified  so  that  a  worker  could  not  have  a  surviving  eligible  widow  or 
child.)  Parents'  benefits  were  equal  to  50  percent  of  the  worker's  benefit 
until  1950,  when  they  were  increased  to  75  percent.  In  1958,  the  "no  other 
eligible  survivor"  requirement  was  eliminated  for  parents  otherwise  eligible 
for  benefits,  and  1961  brought  an  82.5  percent  increase  of  the  worker's 
benefit  for  a  single  surviving  parent  and  75  percent  each  if  two  parents 
survived. 

A  surviving  wife  under  age  65  who  is  caring  for  an  eligible  child  was 
eligible  for  50  percent  of  the  worker's  benefit  in  1950.  A  surviving  divorced 
mother  caring  for  such  a  child  was  eligible  for  75  percent  of  the  worker's 
benefit.  In  1950  benefits  were  provided  for  aged  husbands  and  widowers  of 
women  workers. 

In  1956  women  workers,  dependent  wives  of  retired  workers,  parents,  and 
widows  aged  62-64  were  made  eligible.  Benefits  for  wives  were  reduced 
25/36  of  1  percent,  and  for  women  workers  5/9  of  1  percent,  for  each  month 
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under  age  65.  In  addition,  for  women  workers,  the  "computation"  period 
may  end  at  age  62  if  that  results  in  a  higher  benefit.  In  1961,  widows' 
benefits  were  increased  to  82.5  percent  of  the  worker's  benefit. 

In  1965  divorced  wives  older  than  age  62  were  eligible  for  50  percent  of  the 
worker's  benefit  providing  they  met  a  dependency  requirement  and  had  been 
married  at  least  20  years.  Benefits  for  those  aged  62-64  were  reduced  in  the 
same  manner  as  those  for  wives.  Divorced  wives'  benefits  did  not  count 
toward  the  family  maximum.  Surviving  divorced  wives  older  than  age  60 
were  eligible  for  82.5  percent  of  the  worker's  benefit  and  had  similar 
dependency  and  duration-of-marriage  requirements  as  divorced  wives. 
Surviving  divorced  wives  also  were  counted  outside  of  the  family  maximum, 
and  those  younger  than  age  62  had  their  benefits  reduced  5/9  of  1  percent  for 
each  month  under  age  62.  A  similar  reduction  was  instituted  for  widows 
aged  60-61. 

Also  in  1965  "eligible  children"  was  defined  to  exclude  students  older  than 
age  18  for  the  purposes  of  determining  eligibility  for  mothers',  widowed 
mothers',  or  surviving  divorced  mothers'  benefits.  Dependent  wives  aged  72 
and  older  of  transitionally  insured  workers  were  eligible  for  one-half  of  the 
worker's  benefit,  and  widows  older  than  age  72  of  such  workers  were 
eligible  for  the  worker's  benefit 

A  special  age  72  benefit  was  established  in  1966  for  individuals  and  couples. 
In  1967  a  maximum  benefit  of  $105  was  established  for  wives,  divorced 
wives,  and  mothers.  Disabled  widows  (and  disabled  surviving  divorced 
wives  who  meet  dependency  and  duration  of  marriage  requirements)  were 
eligible  for  82.5  percent  of  the  worker's  benefit  with  a  reduction  for  each 
month  under  age  60  (under  age  62  for  divorced  spouses).  In  1969  the 
maximum  benefit  for  wives,  divorced  wives,  and  mothers  was  eliminated. 
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The  year  1972  brought  several  amendments  to  the  Social  Security  Act.  The 
dependency  requirement  was  eliminated  for  divorced  wives,  surviving 
divorced  wives,  disabled  surviving  divorced  wives,  and  surviving  divorced 
mothers.  Widows,  surviving  divorced  wives,  disabled  widows,  and  disabled 
surviving  divorced  wives'  benefits  were  increased  to  100  percent  of  the 
worker's  benefit.  (If  the  deceased  worker  received  benefits  prior  to  age  65, 
they  were  limited  to  the  amount  he  would  be  receiving  if  still  alive,  but  not 
less  than  85  percent  of  the  full  worker's  benefit.)  Such  benefits  were 
reduced  for  each  month  under  age  65,  with  disabled  widows  and  disabled 
surviving  divorced  wives  reduced  further  for  each  month  under  age  60. 

In  1972  automatic  cost-of-living  adjustments  (COL As)  in  benefits  were 
enacted.  The  COLA  provisions  were  modified  in  1983  and  1986.  Although 
these  provisions  apply  to  all  benefits,  they  provide  extra  protection  for 
women,  who  generally  live  longer  than  men.  COLAs  help  prevent  the  steady 
erosion  of  benefits  that  would  have  occurred  in  their  absence  and 
disproportionately  would  have  affected  women's  benefits. 

In  1977  the  duration-of-maniage  requirement  for  all  categories  of  divorced 
wives'  benefits  was  reduced  to  10  years.  Noncovered  pension  offset 
provisions  were  enacted  for  men  and  women  receiving  benefits  as  dependents 
or  survivors,  including  mothers,  surviving  divorced  mothers,  wives,  divorced 
wives,  surviving  divorced  wives,  disabled  surviving  divorced  wives,  widows, 
and  disabled  widows.  (The  pension  offset  provisions  were  modified  in  1983 
and  1984.)  In  addition,  benefits  of  surviving  and  divorced  spouses  are 
increased  by  any  delayed  retirement  credit  the  deceased  spouse  would  have 
received. 

Effective  July  1981,  a  provision  allowed  disabled  workers  to  be  credited  with 
additional  dropout  years  based  on  child  care,  up  to  a  total  of  3.  Such  a 
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worker  must  have  had  no  earnings  in  the  year  and  have  been  living  with  a 
child  under  the  age  of  3. 

In  1981  nondisabled  children  aged  16-17  were  excluded  for  the  purposes  of 
determining  eligibility  for  child-in-care-based  benefits  such  as  mothers'  or 
surviving  divorced  mothers'  benefits.  In  addition,  the  lump-sum  benefit  was 
fixed  at  $255  and  payable  only  to  "living  with"  widows  or  "non-living  with" 
widows  who  are  either  entitled  to  or  eligible  for  monthly  benefits. 

In  1983  the  age  for  full  benefits  for  age-based  dependent  and  survivors 
benefits  was  scheduled  to  be  gradually  increased  to  age  67.  The  rules  for 
reducing  for  age  were  changed,  but  the  additional  reduction  for  disabled 
widows  and  surviving  divorced  wives  younger  than  age  60  was  eliminated. 
In  addition,  divorced  wives  can  be  independently  entitled  to  benefits  if 
divorced  for  2  years  or  more  (must  meet  10-year  duration-of-marriage 
requirement)  and  if  the  worker  would  be  entitled  to  benefits  if  he  applied. 
An  alternate  method  of  indexing  earnings  in  calculating  benefits  for  widows 
is  employed  if  it  results  in  a  higher  benefit  for  the  survivor. 

In  1991  the  rules  for  determining  whether  widow(er)s  and  surviving  divorced 
spouses  were  disabled  were  liberalized.  The  new  provision  applies  the  same 
rule  that  applies  for  workers. 

In  addition,  over  the  years,  the  provisions  of  the  Social  Security  Act  that 
treated  men  and  women  differently  solely  on  the  basis  of  gender  have  been 
changed  to  make  them  gender  neutral.  Currently,  men  and  women  are 
treated  equally  under  Social  Security  in  the  sense  that  the  same  benefit 
amounts  are  payable  to  men  and  women  under  identical  demographic  and 
economic  circumstances. 
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Although  Social  Security  is  gender  neutral,  some  people  perceive  problems  in 
the  way  women  are  treated  under  the  program.  There  have  been  well 
documented  changes  in  demographic,  economic,  and  social  trends  affecting 
American  families  which  have  contributed  to  questions  about  how  women  are 
treated  under  Social  Security  (i.e.,  the  increasing  number  of  women  entering 
the  labor  force,  especially  married  women,  and  the  greater  likelihood  of 
divorce).  In  addition,  the  income  of  elderly  women,  particularly  widows, 
remains  lower  than  the  income  of  elderly  men  or  couples.  There  is  general 
agreement  that  the  benefits  for  elderly  widows  are  much  less  than  those  for 
elderly  couples  and  somewhat  less  than  those  for  elderly  men.  The  concerns 
engendered  by  a  lower  income  level  among  widows  are  exacerbated  by  the 
gap  between  the  life  expectancy  of  men  and  that  of  women. 
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EXHIBIT  A 


Amendments  to  the  Social  Security  Act  Which 
Have  Affected  Women 

Year  Provision 

1939        Dependent  wives  aged  65  or  older  of  retired  workers  are  eligible 
for  50  percent  of  PIA. 

Widows  aged  65  or  older  are  eligible  for  75  percent  of  PIA. 

Widowed  mothers  younger  than  age  65  caring  for  eligible 
children,  eligible  for  75  percent  of  PIA. 

Parents,  dependent,  aged  65  or  older,  no  surviving  widows  or 
children  younger  than  age  18,  eligible  for  50  percent  of  PIA. 

1946       Parents,  dependent,  aged  65  or  older,  no  surviving  eligible  widows 
or  children,  eligible  for  50  percent  of  PIA. 

1950       Mothers  younger  than  age  65  who  are  caring  for  eligible  children 
are  eligible  for  50  percent  of  PIA;  dependent  surviving  divorced 
mothers  younger  than  age  65,  at  75  percent  of  PIA. 

Parents,  dependent,  aged  65  or  older,  no  surviving  eligible  widows 
or  children,  eligible  for  75  percent  of  PIA. 
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1956 


Dependent  wives  aged  62-64  of  retired  workers  are  eligible, 
reduced  25/36  percent  for  each  month  younger  than  age  65. 


Widows  aged  62-64  are  eligible. 


Women — insured  workers  and  survivors — eligible  at  ages  62-64 
(reductions  each  month  younger  than  age  65) — computation  period 
may  end  at  age  62. 

Widows,  female  parents  aged  62-64,  no  surviving  eligible  widows 
or  children,  eligible  for  75  percent  of  PI  A.  Liberalized 
computation  rules  for  women  workers. 


1958        "No  other  survivor"  requirement  eliminated  for  women  eligible  for 
parents'  benefits. 

1961        Female  parents  aged  62  or  older  eligible  for  82.5  percent  PIA 
(75  percent  each  if  two  parents). 

Insured  amount  for  widows  increased  to  82.5  percent  of  PIA. 

1965        Divorced  wives  eligible  for  50  percent  of  PIA — must  be 

dependent  and  married  for  at  least  20  years.  Benefit  amount  not 
counted  toward  family  maximum.  Those  aged  62-64  eligible, 
reduced  25/36  percent  for  each  month  younger  than  age  65. 

Surviving  divorced  wives  aged  60  or  older  eligible  for 

82.5  percent  of  PIA;  must  be  dependent  and  married  20  years;  not 

counted  toward  family  maximum;  reductions  under  age  62. 
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Eligible  children  must  exclude  students  older  than  age  18  for 
purposes  of  determining  eligibility  of  a  mother,  widowed  mother, 
or  surviving  divorced  mother  younger  than  age  65. 


Widows  aged  60-61 — reduced  5/9  percent  for  each  month  younger 
than  age  62. 

Dependent  wives  aged  72  or  older  of  transitionally  insured 
workers  eligible  for  one-half  the  benefit  of  the  worker. 

Widows  aged  72  or  older  of  transitionally  insured  workers 
eligible;  monthly  payment  equals  one-half  the  benefit  of  the 
worker. 

1966  Special  age-72  benefits  for  individuals  or  couples. 

1967  Maximum  set  for  dependent  wives,  divorced  wives,  and 
mothers — $105. 

Disabled  widows  aged  50-59  made  eligible  for  82.5  percent  of 
PIA,  with  reduction  for  each  month  younger  than 
age  62 — includes  dependent  divorced  wives  who  had  been  married 
20  years. 

Disabled  surviving  divorced  wives  aged  50-59  eligible  for 
82.5  percent  of  PIA;  must  be  dependent  and  married  20  years;  not 
counted  toward  family  maximum;  reductions  for  each  month 
younger  than  age  62. 

1969        Maximum  eliminated. 
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1972  Dependency  requirement  eliminated  for  divorced  wives,  surviving 
divorced  wives,  disabled  surviving  divorced  wives,  and  surviving 
divorced  mothers. 

Surviving  divorced  wives  aged  65  or  older — limited  coverage  up 
to  100  percent  of  PIA;  if  former  husband  retired  before  age  65, 
limited  to  amount  he  would  be  receiving  if  still  living  but  not  less 
than  82.5  percent  of  PIA. 

Surviving  divorced  wives  aged  60-64 — reductions  for  each  month 
younger  than  age  65. 

Disabled  surviving  widows  or  divorced  wives  aged  50-59  eligible 
for  100  percent  of  PIA;  reductions  for  each  month  younger  than 
age  60. 

Coverage  for  widows  aged  65  or  older,  up  to  100  percent  of  PIA. 

Coverage  for  widows  aged  60  or  older,  limited  if  husband  retired 
before  age  65  to  the  amount  husband  would  be  receiving  if  still 
living,  but  not  less  than  82.5  percent  of  PIA. 

Coverage  for  widows  aged  60-64  reduced  19/40  percent  for  each 
month  younger  than  65. 

Automatic  cost-of-living  adjustments  (COLAs)  in  benefits  enacted 
providing  extra  protection  for  all  beneficiaries,  but  particularly 
older  women,  who  generally  live  longer  than  men.  COLA 
provisions  modified  in  1983  and  1986. 
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1977        Duration-of-maniage  requirement  for  divorced  wives,  surviving 
divorced  wives,  and  disabled  surviving  divorced  wives  decreased 
to  10  years. 

Noncovered  pension  offset  applicable  for  mothers,  widowed 
mothers,  surviving  divorced  mothers,  dependent  and  divorced 
wives,  surviving  divorced  wives,  disabled  surviving  divorced 
wives,  widows,  and  disabled  widows.  Not  applicable  if  eligible 
for  such  pension  before  December  1982;  divorced  spouses  must 
have  been  married  20  years. 

Surviving  divorced  wives',  disabled  surviving  divorced  wives', 
widows',  and  disabled  widows'  benefits  increased  by  delayed 
retirement  credit  husband  would  be  receiving. 

1980  Disabled  workers  may  be  credited  with  additional  dropout  years 
based  on  child  care,  up  to  a  total  of  3  dropout  years — must  have 
had  no  earnings  in  the  year  and  have  been  living  with  a  child 
younger  than  the  age  of  3. 

1981  Eligible  children  must  exclude  nondisabled  children  aged  16-17 
for  purposes  of  determining  eligibility  of  a  mother,  widowed 
mother,  or  surviving  divorced  mother  younger  than  age  65. 

Lump-sum  death  benefits  payable  to  a  widow  living  with  a  worker 
at  time  of  death  or  to  a  widow  eligible  for  monthly  benefits. 
Fixed  at  $255. 

1983       For  those  dependent  and  divorced  wives  aged  65-66,  surviving 

divorced  wives,  and  widows  aged  60  or  older — beginning  in  2000, 
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the  age  at  which  unreduced  benefits  will  be  payable  will  be 
gradually  increased. 

For  dependent  and  divorced  wives  aged  62-66 — reduced 
25/36  percent  for  each  of  the  first  36  months  preceding  age  at 
which  50  percent  of  PIA  is  available  plus  5/12  percent  for  each  of 
up  to  24  earlier  months  of  benefit  receipt. 

For  widows  aged  60-66,  the  percentage  of  reduction  for  each 
month  depends  on  the  age  at  which  100  percent  of  PIA  is  payable; 
percentage  adjusted  so  that  the  total  reduction  is  always 
28.5  percent  at  age  60. 

Independent  entitlement  of  divorced  spouse  if  divorced  for  2  years 
or  more  (after  marriage  of  10  or  more  years),  and  if  worker  could 
be  entitled  to  benefits  if  he  applied;  effective  with  benefits  for 
months  after  December  1984,  50  percent  of  PIA. 

Noncovered  pension  offset  (for  dependent  and  divorced  wives, 
surviving  divorced  wives,  disabled  surviving  divorced  wives, 
mothers  and  widowed  mothers,  surviving  divorced  mothers, 
widows,  and  disabled  widows)  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent.  Reduced  by 
two-thirds  if  first  eligible  after  June  1983. 

Disabled  widows'  and  disabled  surviving  divorced  wives' 
additional  reduction  under  age  60  eliminated. 
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An  alternative  method  of  indexing  earnings  in  calculating  benefits 
for  widows  is  employed  if  it  results  in  a  higher  benefit  for  the 
survivor. 

1984        Noncovered  pension  offset  for  dependent  wives,  divorced  wives, 
surviving  divorced  wives,  disabled  surviving  divorced  wives, 
mothers  and  widowed  mothers,  surviving  divorced  mothers, 
widows,  and  disabled  widows  limited  to  two-thirds  of  pension. 

1991        Rules  for  determining  whether  widow(er)s  and  surviving  divorced 
spouses  were  disabled  were  liberalized.  The  new  provision 
applies  the  same  rule  that  applies  for  workers. 
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Socia  Secu  ity  The  natjona|  oid-Age,  Survivors,  and  Disability  Insurance  (OASDI) 

program,  popularly  referred  to  as  Social  Security,  is  the  largest 
income-maintenance  program  in  the  United  States.  This  section 
provides  a  brief  program  summary  followed  by  a  description  of  the 
history  and  current  provisions  of  the  OASDI  program. 


Old-Age,  Survivors,  and 
Disability  Insurance 


treated  for  purposes  of  Social 
Security  and  income  taxes.  While 
taxes  of  workers  with  more  than 
one  employer  are  withheld  and 
matched  up  to  the  annual  maximum 
by  each  employer,  the  employee's 
share  of  taxes  on  total  wages  above 
the  maximum  is  refundable  through 
the  income  tax  system.  All  taxes 
are  credited  to  the  OASI  and  Dl 
Trust  Funds,  which  by  law  may  be 
used  only  to  meet  the  cost  of: 
(1)  Monthly  benefits  when  the 
worker  retires,  dies,  or  becomes 
disabled;  (2)  lump-sum  death 
payments  to  survivors; 

(3)  vocational  rehabilitation  services 
for  disability  beneficiaries;  and 

(4)  administrative  expenses. 

Monthly  Benefits 

Benefits  are  paid  as  a  matter  of 
earned  right  to  workers  who  gain 
insured  status  and  to  their  eligible 
spouses  and  children  and  survivors. 
Fully  insured  status  qualifies  a 
worker  and  family  for  almost  all 
benefit  types  on  the  basis  of  Social 
Security  earnings  credits.  A  worker 
who  dies  without  being  fully  insured 
may  be  currently  insured,  and  his  or 
her  children  and  their  widowed 
mother  or  father  would  thus  qualify 
for  benefits.  "Insured  in  event  of 
disability"  status  is  required  to 
qualify  for  a  disabled-worker  benefit 
or  to  establish  a  period  of  disability. 
A  lump-sum  death  payment  may 
also  be  payable  on  the  death  of  a 
fully  or  currently  insured  worker. 
Certain  persons  born  before 
January  2,  1900,  who  do  not  meet 
fully  insured-status  requirements 
can  qualify  for  small,  fixed-rate 
benefits  under  special  transitional 
provisions. 


The  Old-Age,  Survivors,  and 
Disability  Insurance  (OASDI) 
program  provides  monthly  benefits 
to  retired  and  disabled  workers  and 
their  dependents  and  to  survivors  of 
insured  workers.  Retirement 
benefits  were  provided  by  the 
original  Social  Security  Act  of  1935, 
benefits  for  dependents  and 
survivors  by  the  1939  amendments, 
benefits  for  the  disabled  by  the 
1956  amendments,  and  benefits  for 
the  dependents  of  disabled  workers 
by  the  1958  amendments.  In  1965, 
a  Health  Insurance  program, 
generally  known  as  Medicare,  was 
enacted.  (For  a  description  of 
Medicare,  see  page  52). 

Covered  Employment  and  Taxes 

A  person  builds  protection  under 
the  OASDI  program  through  work  in 
employment  covered  under  Social 
Security.  Coverage  is  in  general 
compulsory.  Taxes  on  wage  and 
salary  workers'  earnings  up  to  a 
statutory  maximum  taxable  amount 
each  year  are  withheld  and 
matched  by  employers.  Self- 
employed  persons  pay  taxes  on 
their  annual  earnings  up  to  the 
same  maximum  as  employees  but 
at  the  combined  employer-employee 
rate.  A  temporary  income  tax  credit 
reduced  the  effective  self- 
employment  tax  rate  for  1984 
through  1989.  Effective  for  1990, 
the  tax  credits  have  been  replaced 
with  tax  deduction  provisions 
designed  to  treat  the  self-employed 
in  much  the  same  manner  as 
employers  and  employees  are 
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Monthly  benefits  are  related  to 
past  earnings  with  two  exceptions: 
(1)  Fixed- rate  benefits  payable  to 
certain  persons  born  before 
January  2,  1900,  and  (2)  "special 
minimum"  benefits,  based  on 
number  of  years  with  specified 
minimum  amounts  of  covered 
earnings,  for  workers  with  low 
earnings  but  long  attachment  to  the 
labor  force. 

The  amount  of  a  monthly  benefit 
award  is  determined  by  first 
computing  an  insured  worker's 
average  indexed  monthly  earnings 
(AIM E)— in  the  case  of  most 
workers  who  attain  age  62,  become 
disabled,  or  die  after  1978 — or 
average  monthly  wage  (AMW).  The 
AIME  or  AMW  is  then  linked  (by  a 
formula  or  by  a  table  in  the  law, 
respectively)  to  the  monthly  benefit 
payable  at  age  65— called  the 
primary  insurance  amount  (PIA).  For 
persons  with  a  very  low  AIME  or 
AMW  who  reached  age  62,  became 
disabled,  or  died  before  1982,  a 
minimum  PIA  is  applicable.  Benefits 
for  dependents  and  survivors  are 
calculated  as  a  percentage  of  the 
insured  worker's  PIA  but  are 
subject  to  proportional  reduction  to 
conform  to  a  family  maximum 
amount  stated  in  the  law.  Benefits 
payable  to  retired  workers,  spouses, 
widows,  and  widowers  who  elect 
benefits  before  age  65  are  subject 
to  an  actuarial  reduction.  The  age 
at  which  unreduced  benefits  are 
payable  will  gradually  increase  from 
age  65  to  age  67  after  the  year 
2000. 


Monthly  benefits  are  subject  to  an 
earnings  or  retirement  test,  under 
which  part  or  ail  of  benefit 
payments  are  withheld  when 
earnings  of  a  beneficiary  under 
age  70  exceed  the  amount  specified 
in  the  law. 

Benefits  are  financed  principally 
through  contributions  from 
employers,  employees,  and  the  self- 
employed.  The  trust  funds  also 
receive  income  through:  Federal 
general  revenues  to  finance  the 
cost  of  benefits  attributable  to 
military  and  other  gratuitous  wage 
credits;  Federal  general  revenues  to 
finance  the  cost  of  "special  age-72" 
benefits;  revenues  resulting  from 
the  inclusion  of  part  of  Social 
Security  benefits  in  adjusted  gross 
income  for  Federal  income  tax 
purposes  beginning  in  1984;  and 
interest  on  the  investment  of 
Federal  general  revenues  that  are 
not  needed  to  meet  current  program 
expenses.  This  program  is 
administered  by  the  Social  Security 
Administration. 

Provisions  for  Railroad 
Retirement  beneficiaries  — The 
OASDI  tabulations  do  not  include  a 
number  of  Railroad  Retirement 
beneficiaries  who  would  have  been 
eligible  for  Social  Security  benefits 
had  they  applied.  The  reason  they 
have  not  applied  is  that  receipt  of  a 
Social  Security  benefit  would 
reduce  their  Railroad  Retirement 
benefit  by  a  like  amount. 


The  Railroad  Retirement  Act  of 
1974,  effective  January  1,  1975, 
provided  that  the  regular  annuity  for 
employees  with  10  or  more  years  of 
railroad  service  who  retired  after 
December  31,  1974,  will  consist  of 
two  components: 

Tier  1— A  basic  Social  Security 
level  component  equivalent  to 
what  would  be  paid  under  the 
Social  Security  Act  on  the  basis 
of  the  employee's  combined 
railroad  and  nonrailroad  service, 
reduced  by  the  amount  of  any 
monthly  benefit  under  OASDI 
actually  paid  on  the  basis  of 
nonrailroad  work;  and 

Tier  2 — A  staff  level  component 
payable  over  and  above  the 
Social  Security  equivalent,  on 
the  basis  of  a  formula 
applicable  only  to  railroad 
service. 

The  number  of  Railroad 
Retirement  beneficiaries  who  would 
be  eligible  for  a  Social  Security 
benefit  if  they  applied  is  not 
available.  It  is  estimated  to  be  less 
than  100,000. 
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History  of  Provisions 


Act* 


Employment  Covered  Compulsory 


1935      All  workers  in  commerce  and  industry  (except  railroads)  under  age  65  in  continental 
United  States,  Alaska,  and  Hawaii.  (Covered  after  1936.) 

1939     Age  restriction  eliminated. 

1946     Railroad  and  Social  Security  earnings  combined  to  determine  eligibility  for  and 
amount  of  survivor  benefits. 

1950  Regularly  employed  farm  and  domestic  workers.  Nonfarm  self-employed  (except 
members  of  professional  groups).  Federal  civilian  employees  not  under  a  Federal 
retirement  system.  U.S.  citizens  employed  outside  the  United  States  by  American 
employers.  Workers  in  Puerto  Rico  and  the  virgin  Islands. 

1951  Railroad  workers  with  less  than  10  years  of  service,  for  all  benefits.  (After 
October  1951,  coverage  is  retroactive  to  1937.) 

1954     Farm  self-employed.  Professional  self-employed  except  lawyers,  dentists,  physicians 
and  members  of  other  medical  groups  (taxable  year  ending  after  1954).  Additional 
regularly  employed  farm  and  domestic  workers.  Home  workers. 

1956      Members  of  the  uniformed  services  on  active  duty  or  on  active  duty  for  training. 

Remainder  of  professional  self-employed  except  physicians  (taxable  years  ending 
after  1955).  Farm  landlords  who  materially  participate  in  farm  operations. 

i960      U.S.  citizens  employed  in  United  States  by  foreign  governments  or  international 
organizations.  Parents  working  for  children  (except  domestic  or  casual  labor). 
Workers  in  Guam  and  American  Samoa. 

1965      Interns.  Self-employed  physicians  (taxable  years  ending  on  or  after  Dec.  31,  1965) 
Tips  for  employee  tax  only. 

1967      Ministers  and  members  of  religious  orders  not  under  a  vow  of  poverty  (unless 
exemption  is  claimed  on  grounds  of  conscience  or  religious  principles).  Taxable 
years  ending  after  1967. 

1982  Federal  employees— Hospital  Insurance  (Part  A)  program  only. 

1983  Federal  employees  (except  reemployed  annuitants)  hired  on  or  after  Jan.  1,  1984. 
including  executive,  legislative,  and  judicial  branch  employees  and  including  those 
with  previous  periods  of  Federal  service  if  the  break  in  service  lasted  more  than  365 
days. 

Legislative  branch  employees  hired  before  1984  who  were  not  participating  in  the 
Civil  Service  Retirement  System  on  Dec.  31,  1983. 

Members  of  Congress,  the  President,  the  Vice-President,  Federal  judges,  and  most 
executive-level  political  appointees  of  the  Federal  Government. 

Employees  of  nonprofit  organizations. 

U.S.  residents  employed  outside  the  United  States  by  American  employers. 

1984  Rehired  Federal  employees  whose  previous  service  was  covered. 


'The  word  "Act"  represents  legislation  enacted  In  the  year  shown  (except  that  the  1967  Act  was  signed 
Jan.  2.  1988).  1972a  denotes  legislation  of  Jury  1:  1972b  denotes  legislation  of  Oct  30;  1973a  denotes 
legislation  of  July  9;  19736  denotes  legislation  of  Dec  31;  1981a  denotes  legislation  of  Aug.  13:  1981b 
denotes  legislation  of  Dec  29. 
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Persons  exercising  reemployment  rights  to  noncovered  Federal  employment  retain 
exemption  after  a  period  (not  limited  to  365  or  fewer  days)  of  military  or  national 
guard  service  or  work  for  an  international  organization. 

Generally,  all  legislative  branch  employees  except  those  who  were  participating  on 
Dec.  31 ,  1983,  and  are  also  currently  participating  in  the  Civil  Service  Retirement 
System  or  another  Federal  retirement  system. 

Employees  of  nonprofit  organizations  who  are  also  participating  on  a  mandatory 
basis  in  the  Civil  Service  Retirement  System  are  treated  like  Federal  employees  for 
Social  Security  tax  and  coverage  purposes.  They  are  therefore  not  covered  unless 
hired  on  or  after  Jan.  1,  1984,  or  reemployed  after  a  break  in  service  of  more  than 
365  days. 

1986  Noncovered  State  and  local  government  employees  hired  on  or  after  Apr.  1, 
1986— Hospital  Insurance  (Part  A)  program  only. 

1987  Members  of  uniformed  services  reserve  components  on  inactive  duty  training. 
Irregularly  employed  farm  workers  0'  employer's  annual  expenditures  for  farm  labor 
at  least  $2,500).  Services  performed  in  trade  or  business  of  spouse  or  by  children 
aged  18  or  older  in  trade  or  business  of  parent.  Tips  for  employer  Social  Security 
tax. 

1990      State  and  local  goverment  employees  (except  students  employed  by  the  educational 
institution  they  attend)  not  under  a  State  or  local  government  retirement  system. 

Elective  by  Employer  

1950      State  and  local  government  employees  not  under  a  State  or  local  government 

retirement  system.  Termination  permitted  2  years  after  giving  notice  if  group  has 
5  years  of  coverage  when  notice  is  given. 

1954      U.S.  citizens  employed  outside  the  United  States  by  a  foreign  subsidiary  of  an 
American  employer. 

1972b      Members  of  a  religious  order  who  are  subject  to  a  vow  of  poverty.  Retroactivity 
allowed  for  5  years  but  not  earlier  than  Jan.  1,  1968. 

1983  U.S.  citizens  and  residents  employed  outside  the  United  States  by  a  foreign  affiliate 
of  an  American  employer. 

States  prohibited  from  terminating  coverage  of  employees  and  permitted  to  reinstate 
coverage  for  a  group  not  terminated. 

1984  Churches  or  church-related  organizations  may  elect  irrevocably  to  have  services 
performed  by  their  employees  excluded  from  covered  employment.  Their  employees 
are  then  treated  as  self-employed  for  Social  Security  purposes. 

1990      State  and  local  government  employees  not  under  a  State  or  local  government 
retirement  system. 

Elective  by  Employer  and  Employee  

1950      Employees  (other  than  members  of  the  clergy)  of  nonprofit  organizations  (upon 

election  by  employer,  each  current  employee  given  a  choice  as  to  coverage,  new 
employees  are  covered).  Nonprofit  organizations  permitted  to  terminate  coverage  2 
years  after  giving  notice,  if  the  organization  has  8  years  of  coverage  when  notice  is 
given. 

1954      State  and  local  government  employees  (except  fire  fighters  and  police  personnel) 
under  a  State  or  local  government  retirement  system  (coverage  provided  at  State's 
option;  a  majority  of  the  eligible  employees  must  vote  in  favor).  See  above  (elective 
by  employer,  1950)  for  termination  rule. 
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1956     Fire  fighters  and  police  personnel  in  designated  States.  State  and  local  government 
employees  under  the  State  or  local  government  retirement  system  in  designated 
States  may  be  divided  into  two  systems,  one  excluding  employees  not  desiring 
coverage  (new  employees  covered). 

1967     Fire  fighters  under  State  or  local  government  retirement  system. 

1983     Employees  of  nonprofit  organizations  placed  under  compulsory  coverage;  nonprofit 
organizations  prohibited  from  terminating  coverage  of  their  employees  on  or  after 
Mar.  31,  1983. 

States  prohibited  from  terminating  coverage  of  employees  and  permitted  to  reinstate 
coverage  for  a  terminated  group. 

Elective  by  Individual  

1954  Members  of  the  clergy  and  of  religious  orders  not  under  a  vow  of  poverty. 

1965      Members  of  certain  religious  sects  may  obtain  exemptions  from  self-employment 
coverage  (retroactive  to  1951). 

1967      Members  of  the  clergy  and  of  religious  orders  not  under  a  vow  of  poverty  are 

covered  automatically,  but  they  can  choose  to  be  exempt  on  grounds  of  conscience 
or  religious  principles. 

1977      Members  of  the  clergy  and  of  religious  orders  who  filed  an  application  for  exemption 
from  coverage  may  revoke  the  exemption  if  the  revocation  is  filed  before  the  due 
date  of  the  individual's  Federal  income  tax  return  for  the  first  taxable  year  beginning 
after  Dec.  20,  1977. 

1986     Members  of  the  clergy  and  of  religious  orders  who  filed  an  application  for  exemption 
from  coverage  may  revoke  the  exemption  if  the  revocation  is  filed  before  the  due 
date  of  the  individual's  Federal  income  tax  return  for  the  first  taxable  year  beginning 
after  Oct.  22,  1986. 

Noncontrlbutory  Wage  Credits  

1946      Fully  insured  status  and  average  monthly  wage  of  $160  for  World  War  II  veterans 
who  died  within  3  years  after  discharge. 

1950      Wage  credits  of  $160  per  month  of  military  service  during  World  War  II  (Sept.  16. 
1940,  to  July  24.  1947). 

1952  Same  military  wage  credits  to  Dec.  31,  1953. 

1953  Same  military  wage  credits  to  June  30,  1955. 

1955  Same  military  wage  credits  to  Mar.  31,  1956. 

1956  Same  military  wage  credits  to  Dec.  31,  1956. 

1967      For  uniformed  services,  wage  credits  of  $100  for  each  $100  (or  fraction  thereof)  of 
basic  pay  not  in  excess  of  $300  per  quarter,  beginning  in  1968. 

1972b      For  uniformed  services,  wage  credits  of  $300  per  calendar  quarter  of  service  after 
1956.  (Supersedes  1967  provision.)  For  U.S.  citizens  of  Japanese  ancestry,  wage 
credits  for  the  period  they  were  interned  by  the  U.S.  Government  during  World 
War  II  (Dec.  7,  1941,  to  Dec.  31,  1946)  and  who  were  aged  18  or  older. 

1977      For  uniformed  services,  additional  wage  credits  of  $100  for  each  full  $300  of  basic 
pay  up  to  maximum  credit  of  $1,200  per  calendar  year  after  1977. 
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Maximum  Taxable  Earnings 
and  Tax  Rates 


1935      History:  Tables  2.A1  and  2.A3  (see  pages  33-34)  give  the  maximum  taxable 

earnings  and  the  rates  and  maximum  amounts  of  contribution  (tax)  for  1937-91,  and 
tax  rates  scheduled  for  future  years. 

1983      Increase  in  scheduled  tax  rate  for  self-employed  to  100%  of  combined  employer- 
employee  rate;  for  1951-83,  that  percentage  had  ranged  between  66  and  75%. 
Federal  income  tax  credits  provided  to  offset  portions  of  1984-89  SECA  tax  rates  to 
bring  about  a  more  gradual  rise  in  effective  taxes  for  the  self-employed.  Smaller 
Federal  income  tax  credit  provided  for  employees  to  cover  entire  increase  in 
employee  tax  rate  for  1984  only.  See  table  2.A4  (page  34)  for  detailed  information 
on  tax  credits  for  1984-89.  Two  deduction  provisions  for  self-employed  to  replace  tax 
credits  against  SECA  taxes  after  1989. 

Current  Law:  Employers  and  employees  and  self-employed  persons  each  pay 
contributions,  or  taxes,  on  earnings  in  covered  employment  and  self-employment  up 
to  the  annual  maximum  amount  taxable— $53,400  for  OASDI  taxes  and  $125,000  for 
HI  (Medicare)  taxes  in  1991;  before  1991  the  HI  maximum  was  the  same  as  the 
OASDI  maximum.  The  1991  tax  rate  is  7.65  percent  (5.6,  0.6.  and  1.45  for  OASI,  Dl, 
and  HI,  respectively)  each  for  the  employer  and  the  employee  under  the  Federal 
Insurance  Contributions  Act  (RCA).  The  self-employed  person  pays  the  combined 
employer-employee  rate  of  15.3  percent  under  the  Self-Employment  Contributions 
Act  (SECA). 

The  taxes  are  deposited  in  separate  trust  funds — OASI  and  Dl  (see  tables  4.A1-4.A6) 
under  the  OASDI  program,  and  HI  (see  tables  7.A1-7.A2)  under  the  Medicare 


Two  deduction  provisions  are  applicable  to  self-employed  persons  for  the  purpose  of 
treating  them  in  much  the  same  manner  as  employees  and  employers  are  treated 
for  purposes  of  RCA  and  income  taxes.  The  first  provision  allows  a  deduction  from 
net  earnings  from  self-employment  equal  to  the  amount  of  net  earnings  before  the 
deduction,  times  one-half  the  SECA  tax  rate.  The  effect  of  this  deduction  is  intended 
to  be  analogous  to  the  coverage  and  tax  treatment  of  the  RCA  tax  paid  by  the 
employer,  which  is  disregarded  as  remuneration  to  the  employee  for  Social  Security 
and  income  tax  purposes.  The  second  provision  allows  an  income  tax  deduction, 
equal  to  one-half  of  the  amount  of  the  SECA  deductibility  of  the  employer's  share  of 
the  income  tax. 

Insured  Status 

(Benefit  Eligibility)     Quarter  of  Coverage  (QC)  

1939      Calendar  quarter  in  which  $50  of  wages  is  earned.  Four  QC  are  credited  for  covered 
earnings  equal  to  maximum  limitation  for  the  year. 

1946      Calendar  quarter  in  which  $50  of  wages  is  paid. 

1950  Calendar  quarter  credited  with  $100  of  self-employment  income  (reported  annually). 
1954      Calendar  quarter  credited  with  $100  of  agricultural  wages  (reported  annually). 
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1977      Calendar  quarters  of  coverage  (up  to  4)  for  each  $250  of  annual  earnings,  effective 
Jan.  1,  1978  (effective  Jan.  1,  1979.  dollar  measure  subject  to  automatic  mcreasei 


$260, 

effective  Jan. 

1, 

1979; 

$290, 

effective  Jan. 

1, 

1980; 

$310, 

effective  Jan. 

1, 

1981; 

$340, 

effective  Jan. 

1, 

1982; 

$370, 

effective  Jan. 

r. 

1983; 

$390, 

effective  Jan. 

1, 

1984; 

$410, 

effective  Jan. 

1, 

1985; 

$440, 

effective  Jan. 

r, 

1986; 

$460, 

effective  Jan. 

f, 

1987; 

$470, 

effective  Jan. 

1, 

1988; 

$500, 

effective  Jan. 

i. 

1989; 

$520, 

effective  Jan. 

1. 

1990;  and 

$540, 

effective  Jan. 

1, 

1991. 

Disability  Definition  

1954      Inability  to  engage  in  substantial  gainful  activity  because  of  any  medically 
determinable  permanent  physical  or  mental  impairment. 

1965      Disability  lasting  at  least  12  months.  For  blind  persons  aged  55-64,  inability  to 
engage  in  usual  occupation. 

1967      Disability  that  precludes  engagement  in  any  substantial  gainful  work  existing  in  the 
national  economy.  For  surviving  spouse,  disability  precludes  any  gainful  activity. 

Period  of  Disability  

1954      Continuous  period  of  at  least  6  months  of  disability  as  defined  above  or  of  blindness 

1972b      At  least  5  months  of  disability. 

Fully  Insured  

1935      Cumulative  wages  of  $2,000  and  employment  in  each  of  5  years  after  1936  and 
before  attainment  of  age  65. 

1939      QC  equal  to  one-half  the  quarters  elapsed  after  1936  (or  quarter  in  which  age  21 
attained)  and  before  quarter  of  death  or  attainment  of  age  65.  Minimum  6  QC. 
maximum  40  QC. 

1950      Elapsed  period  measured  after  1950  (QC  earned  at  any  time  are  used). 

1954      Period  of  disability  excluded  from  elapsed  period.  Alternatively,  QC  earned  in  all 
quarters  after  1954  and  before  quarter  in  which  age  65  attained  (minimum  6  QC) 

1956      Elapsed  period  measured  to  age  62  for  women.  Alternatively,  QC  earned  in  all 
except  4  quarters  after  1954  and  before  quarter  in  which  age  65  attained  (62  for 
women). 

1960  QC  reduced  to  1/3  the  elapsed  quarters. 

1961  QC  equal  to  years  elapsed  after  1950  (or  year  age  21  attained)  and  before  year  of 
death  or  age  65  (62  for  women). 

1972b      Elapsed  period  for  men  reaching  age  62  after  1972,  measured  to  age  62  or  to  1975. 
if  later. 

1983      Any  person  aged  55  or  older  on  Jan.  1,  1984,  and  employed  by  a  nonprofit 

organization  for  whose  employee  coverage  is  extended  solely  by  reason  of  the  new 
compulsory  coverage  provision  will  be  deemed  fully  insured  upon  subsequently 
acquiring  6  QC  if  aged  60  or  older  on  Jan.  1,  1984;  8  QC  if  aged  59;  12  QC  if  aged 
58;  16  QC  if  aged  57;  and  20  QC  if  aged  55  or  56. 
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Currently  Insured 


1939 
1946 
1950 
1954 

1954 

1956 
1958 
1960 

1965 

1967 
972b 
1983 


1965 


1966 


Benefit  Computation 

1939 

1950 

1954 
1956 
1960 


1972b 


6  QC  earned  in  12  quarters  before  quarter  of  death. 

6  QC  earned  in  preceding  13  quarters,  including  quarter  of  death. 

Including  quarter  of  retirement  added. 

Including  quarter  of  disablement  added. 

Disability  Insured  

20  QC  earned  in  last  40  quarters,  including  quarter  of  disablement,  and  currently 
insured. 

Fully  insured  requirement  added. 
Currently  insured  requirement  eliminated. 

Altematively,  20  QC  earned  before  quarter  of  disablement  (not  necessarily  in  last  40 
quarters)  but  QC  earned  in  all  quarters  after  1950,  with  minimum  of  6  such  QC. 

Alternatively  for  blind  under  age  31 ,  QC  earned  in  one-half  the  quarters  elapsed 
after  age  21,  with  minimum  of  6  such  QC.  For  blind  under  age  24,  6  QC  earned  in 
preceding  3  years. 

For  all  disabled  under  age  31,  same  alternative. 
For  blind,  requirement  for  recent  QC  eliminated. 

For  those  who  become  disabled  again  at  age  31  or  older  and  who  were  previously 
disabled  before  age  31,  same  alternative  as  that  for  those  disabled  under  age  31. 

Transltlonally  Insured  

Same  as  fully  insured,  but  minimum  reduced  to  3  QC. 

Requirement  for  Special  Age»72  Monthly  Benefit  

3  QC  for  each  year  elapsed  after  1966  and  before  attainment  of  age  72.  (No  QC  if 
aged  72  before  1968.) 


Average  Monthly  Wage  (AMW) 


Computed  using  creditable  earnings  after  1936  and  before  year  of  death  or 
retirement,  divided  by  months  after  1936  and  before  quarter  of  death  or  retirement, 
excluding  months  before  age  22  in  quarters  not  QC. 

Alternatively,  computed  using  creditable  earnings  after  1950  (or  year  aged  21,  if 
later)  and  before  year  of  death,  year  of  retirement  or  subsequent  year,  or  year  age 
65  attained  if  then  insured,  divided  by  number  of  months  in  those  years. 

Earnings  and  months  in  4  years  may  be  excluded  in  all  cases;  in  5  years  if  worker 
has  20  QC.  Period  of  disability  may  be  excluded. 

Earnings  and  months  in  5  years  may  be  excluded  in  all  cases.  Computation  period 
may  end  at  age  62  for  women  then  insured. 

Earnings  may  be  used  for  any  year  after  1950  and  before  year  of  retirement  but 
including  year  of  death,  with  the  number  of  years  equal  to  the  years  elapsed  after 
1955  (or  year  age  26  attained)  and  before  year  of  death  or  age  65  attained  (62  for 
women). 

Same  method  may  be  used  for  earnings  after  1936  and  years  elapsed  after  1941 . 

Number  of  years  for  men  reaching  age  62  after  1972,  measured  to  age  62  or  to 
1975,  if  later. 
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1977  For  workers  who  attain  age  62,  become  disabled,  or  die  after  1978.  excludes 
earnings  in  year  of  attainment  of  age  62  and  later,  computed  using  creditable 
earnings  after  1936. 

For  workers  who  attain  age  62  after  1978  and  before  1984,  excludes  earnings  in 
year  of  attainment  of  age  62  and  later,  computed  using  creditable  earnings  after 
1950. 

Average  Indexed  Monthly  Earnings  (AIME)  

1977     For  workers  who  attain  age  62,  become  disabled,  or  die  after  1978,  AIME  is 

computed  by  using  indexed  earnings  after  1950  for  the  same  computation  period 
applicable  in  calculating  the  AMW.  Indexed  earnings  for  a  given  year  equal  actual 
creditable  earnings  multiplied  by  the  national  average  wage  for  the  second  year 
before  worker  attains  age  62,  becomes  disabled,  or  dies,  divided  by  the  national 
average  wage  for  the  given  year,  except  that  for  years  after  the  second  year  before 
the  worker  attains  age  62,  becomes  disabled,  or  dies,  indexed  earnings  equal  actual 
creditable  earnings. 

1980     For  disabled  workers,  the  number  of  years  of  earnings  used  equals  the  number  of 
years  elapsed  after  1950  (or  year  age  21  attained,  if  later)  and  before  year  of 
disability,  minus  dropout  years  equal  to  one-fifth  of  the  number  of  elapsed  years 
rounded  to  the  next  lower  integer  (to  a  maximum  of  5  dropout  years).  However,  the 
number  of  years  of  earnings  used  is  at  least  2.  Effective  for  Initial  entitlement 
after  June  1980. 

Disabled  workers  who  receive  less  than  3  dropout  years  under  the  one-fifth  rule  may 
be  credited  with  additional  dropout  yeans  based  on  child  care,  up  to  a  total  of  3 
dropout  years.  (To  receive  this  credit,  a  worker  must  have  had  no  earnings  in  that 
year  and  have  been  living  with  a  child  under  age  3.)  However,  the  number  of  years 
of  earnings  used  is  at  least  2.  Effective  for  July  1981. 

1983      For  workers  who  die  after  1978  but  before  attaining  age  62,  indexed  earnings  for  a 
given  year  can  equal  actual  creditable  earnings  multiplied  by  the  national  average 
wage  for  the  earlier  of  (1)  the  year  in  which  the  worker  reached  or  would  have 
reached  age  60,  or  (2)  the  second  year  before  the  survivor  becomes  eligible  for 
aged  or  disabled-widow  or-widower  benefits,  and  then  divided  by  the  national 
average  wage  for  the  given  year.  This  computation  method  applies  only  if  a  higher 
benefit  results.  Effective  for  surviving  spouses  newly  eligible  after  1984. 

Primary  Insurance  Amount  (PIA)  and  Maximum  Family  Benefit  

The  following  benefit  computation  tables  are  shown  beginning  on  page  35: 

2.A5.— Factors  for  indexing  earnings,  1951-91 

2.A6.— Indexed  earnings  for  workers  with  maximum  earnings,  1951-91 

2.A7.— Formulas  for  computing  PIA  from  AIME  based  on  1977  Act,  and 

increases  in  PIA  based  on  cost-of-living  adjustments 
2.A8.— Special  minimum  PIA:  Formula  applies  to  years  of  coverage 
2.A9.— Minimum  PIA  and  maximum  family  benefit  for  workers  who  attain(ed) 

age  62,  or  die(d)  before  attaining  age  62  in  1979-91 
2.A10.— Minimum  PIA  and  maximum  family  benefit  for  workers  first  eligible  for 

disabled-worker  benefits  in  1979  or  later 
2.A1 1  .—Formulas  for  computing  PIA  from  creditable  earnings  after  1936 
2.A12.— Formulas  for  computing  PIA  from  AMW  based  on  earnings  after  1950, 

and  percentage  increases  in  PjA 
2.A1 3.— Minimum  PIA  and  maximum  family  benefit  for  workers  who  attained 

age  62,  were  first  eligible  for  disabled-worker  benefits,  or  died 

before  1979 
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Type  of  Monthly  Benefits 
Other  OASDI  Benefits 

1935 
1939 


See  pages  23-32. 
Lump-Sum  Refund 


Persons  not  insured  at  age  65  eligible  for  lump-sum  refund  equal  to  3  1/2%  of 
cumulative  wage  credits. 

Lump-sum  refund  eliminated. 

Lump-Sum  Death  Payment    


1935      Under  age  65:  3  1/2%  of  cumulative  wage  credits.  Aged  65  or  older  and  fully 
insured:  3  1/2% of  cumulative  wage  credits,  less  monthly  benefits  received. 

1939      Fully  or  currently  insured:  6  times  PIA  if  no  survivor  eligible  for  monthly  benefits. 

1950     3  times  PIA  for  all  deaths. 

1954     3  times  PIA  with  maximum  of  $255. 

1981a  Payable  only  to  a  widow  or  widower  who  was  living  with  the  worker  at  time  of  the 
death  or  to  a  widow,  widower,  or  children  eligible  for  monthly  benefits.  Amount  of 
lump  sum  fixed  at  $255. 

Vocational  Rehabilitation  Services    


1965      Available  to  selected  disabled  individuals.  Costs  of  services  payable  from  OASDI 

Trust  Funds  to  State  vocational  rehabilitation  agencies.  Reimbursement  in  any  year 
may  not  exceed  1%  of  the  total  amount  of  OASDI  disability  benefits  disbursed  in  the 
prior  year. 

1972b      Maximum  annual  reimbursement  increased  to  1.25%  for  fiscal  year  ending  June  30, 
1973,  and  1.50%  thereafter. 

1981a      Reimbursement  from  trust  funds  for  cost  of  rehabilitation  services  made  if  the 

services  result  in  the  disabled  individual's  return  to  work  (performance  of  substantial 
gainful  activity  for  9  consecutive  months). 


Automatic  Adjustment 

Provisions  Benefits 


1972a      History:  Under  the  original  provisions  (based  on  the  1972a,  1973a.  and  1973b  Acts), 
the  arithmetical  mean  of  the  CPI  for  January,  February,  and  March  in  the  year  of 
determination  was  compared  with  the  arithmetical  mean  of  the  CPI  for  the  later  of 
(a)  January,  February,  and  March  of  the  year  in  which  the  last  effective  cost-of-living 
increase  was  established  or  (b)  the  3  months  of  the  calendar  quarter  in  which  the 
effective  month  of  the  last  general  benefit  increase  occurred.  (Before  the 
introduction,  in  1977,  of  the  alternative  CPI  series  for  "All  Urban  Consumers,"  or 
CPI-U,  the  CPI-W  was  referred  to  as  the  CPI.)  If  the  percentage  increase  in  the  CPI, 
rounded  to  the  nearest  one-tenth  of  1  percent,  was  at  least  3.0  (the  triggering 
requirement),  a  cost-of-living  benefit  increase  was  established  and  the  level  of 
benefits  increased  by  the  same  percentage,  effective  for  June  of  the  year  in  which 
the  determination  was  made. 

1983     The  1983  Act  moved  the  effective  date  for  a  cost-of-living  benefit  increase  from  June 
to  December,  beginning  in  1983,  and  eliminated  the  "triggering  requirement"  for  the 
1983  increase  only.  Effective  with  the  determination  made  in  1984,  the  two  periods 
used  in  calculating  the  CPI-W  percentage  increase  were  shifted  from  the  first  to  the 
third  calendar  quarter. 

The  1983  Act  also  introduced  an  alternative  method  for  determining  the  size  of  a 
cost-of-living  adjustment.  This  method,  called  the  stabilizer  provision,  is  applied 
when  the  ratio  of  the  combined  OASDI  Trust  Fund  assets  to  estimated  outgo  falls 
below  a  certain  percentage.  The  "triggering"  percentage  is  15  percent  for  the  years 
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1985-88  and  20  percent  tor  years  after  1988.  Under  these  circumstances,  the  cost- 
of-living  adjustment  is  based  on  the  lesser  of  the  CPI-W  percentage  increase 
determined  above  or  the  increase  in  average  wages.  The  latter  increase  is  the 
percentage,  rounded  to  the  nearest  one-tenth  of  1  percent,  by  which  the  national 
average  wage  for  the  year  before  the  year  of  determination  exceeds  the  average 
wage  for  the  year  before  the  most  recent  year  in  which  either  a  cost-of-living 
increase  or  a  general  benefit  increase  occurred  (see  column  2  in  table  2.A1  on 
page  33  for  average  annual  wages  after  1950). 

The  1983  legislation  also  included  a  provision  for  making  up  any  benefit  increases 
that  are  based  on  a  tower  wage  increase  rather  than  on  the  increase  in  the  cost  of 
living.  When  the  fund  ratio  is  greater  than  32  percent,  additional  increases  will  be 
provided  so  that  benefits  are  increased  to  the  level  at  which  they  would  have  been  if 
all  increases  had  been  based  on  the  CPI-W.  (See  table  2 .A  14  for  the  cumulative 
effect  of  statutory  and  automatic  increases  in  primary  insurance  benefits,  page  45.) 

1986      Triggering  requirement  eliminated  for  cost-of-living  increases  in  and  after  1986  by 
Public  Law  99-509  (signed  Oct.  21,  1986). 

Current  Law:  A  cost-of-living  increase  in  benefits  generally  is  established  each  year 
if  the  Consumer  Price  Index  for  Urban  Wage  Earners  and  Clerical  Workers  (CPI-W), 
prepared  by  the  Department  of  Labor,  indicates  a  percentage  increase  after 
rounding  of  at  least  one-tenth  of  1  percent  between  2  specified  calendar  quarters. 
The  arithmetical  mean  of  the  CPI-W  tor  July,  August,  and  September  in  the  year  of 
determination  is  compared  with  the  arithmetical  mean  of  the  CPI-W  for  the  later  of 
(a)  July,  August,  and  September  in  the  year  in  which  the  last  effective  cost-of-living 
increase  was  established  or  (b)  the  3  months  of  the  calendar  quarter  in  which  the 
effective  month  of  the  last  general  benefit  increase  occurred.  The  percentage 
increase  in  the  CPI-W,  rounded  to  the  nearest  one-tenth  of  1  percent,  represents  the 
size  of  the  cost-of-living  increase  in  benefits,  effective  tor  December  of  the  year  in 
which  the  determination  is  made. 

Under  certain  conditions,  depending  on  the  sue  of  the  combined  OASDI  Trust 
Funds  relative  to  estimated  disbursements,  the  applicability  and  size  of  a  cost-of- 
living  adjustment  are  determined  under  an  alternative  method  (see  the  "stabilizer 
provision"  described  below).  In  no  case,  however,  are  benefits  reduced  below  the 
level  of  benefits  in  the  year  of  determination. 

Under  the  benefit  computation  method  based  on  average  indexed  monthly  earnings 
(AIME),  the  principal  method  currently  applicable  to  newly  eligible  workers,  the  cost- 
of-living  adjustments  are  applied  to  the  worker's  primary  insurance  amount  (PIA) 
beginning  with  the  year  of  his  or  her  first  eligibility  (see  table  2A7,  page  37).  Benefit 
increases  are  not  incorporated  into  the  benefit  formula;  the  replacement  percentages 
applicable  to  the  three  AIME  brackets  remain  unchanged  at  90,  32,  and  15  percent, 
respectively.  Instead,  the  dollar  amounts  defining  the  AIME  brackets  are  adjusted 
annually  in  proportion  to  increases  in  the  average  wage  level  (see  "bend  points  in 
benefit  formula,"  page  20).  Thus,  as  shown  in  table  2.A7,  workers  first  eligible  in 
different  years  have  different  benefit  formulas. 

The  procedure  is  different  for  benefits  computed  on  the  basis  of  the  average 
monthly  wage  (AMW),  the  main  computation  method  applicable  to  workers  who  were 
first  eligible  before  1979.  Here  the  benefit  formula  effective  for  a  particular  time 
period  is  the  same  tor  workers  with  varying  years  of  first  eligibility.  For  benefits 
based  on  the  AMW  after  1950.  benefit  increases  are  incorporated  into  the 
replacement  percentages  specified  tor  the  various  AMW  brackets  (see  table  2.A12, 
page  42).  The  AMW  brackets  remain  unchanged  except  that  whenever  there  is  an 
increase  in  the  maximum  amount  of  taxable  and  creditable  earnings  (see  the 
following  subsection),  a  new  AMW  bracket  is  created:  The  benefit  formula  provides 
an  additional  20-percent  replacement  for  the  portion  of  the  AMW  above  the  monthly 
equivalent  of  the  previous  taxable  maximum.  For  benefits  based  on  the  AMW  after 
1936  (see  table  2.A11.  page  41),  benefit  increases  are  reflected  in  a  revised 
conversion  table  used  in  determining  the  PIA  from  the  primary  insurance  benefit 
(PIB). 
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The  special  minimum  PIA  is  also  subject  to  the  cost-of-living  adjustments,  beginning 
with  the  June  1979  benefit  increase  (see  table  2.A8.  page  38).  Under  this 
computation  method,  the  increases  are  incorporated  into  the  benefit  formula  and 
therefore  apply  to  the  benefits  both  of  workers  becoming  eligible  in  the  current  or 
future  years  and  of  workers  already  on  the  benefit  rolls.  The  same  formula  applies  to 
workers  with  varying  years  of  first  eligibility. 

Maximum  Amount  of  Taxable  and  Creditable  Earnings  

1972a     The  1972a  Act  (as  modified  by  the  1973a  and  1973b  Acts)  mandated  a 

determination  in  1974,  and  in  every  subsequent  year  in  which  a  cost-of-living  benefit 
increase  is  established,  as  to  whether  or  not  an  adjustment  is  required  in  the 
maximum  amount  of  annual  earnings  that  will  be  taxed  and  credited  toward  benefits. 

The  determination  is  made  by  multiplying  the  "maximum"  in  effect  in  the  year  of 
determination  by  the  following  quotient:  the  national  average  wage  for  the  year 
before  the  year  of  determination,  divided  by  the  average  wage  for  the  year  before 
the  most  recent  year  in  which  an  automatic  determination  was  made  that  resulted  in 
an  increase  or  in  which  an  increase  in  the  maximum  was  enacted.  (See  column  2  in 
table  2.A5  on  page  35  for  annual  amounts  of  the  average  wage  after  1950  and 
footnote  1  in  table  2.A5  for  the  underlying  data  sources.)  The  resulting  product, 
rounded  to  the  nearest  multiple  of  $300,  is  the  new  maximum  amount  of  taxable  and 
creditable  earnings,  effective  with  respect  to  remuneration  paid  after  the  year  of 
determination  and  with  respect  to  taxable  years  beginning  after  that  year.  In  no 
case,  however,  is  the  new  maximum  reduced  to  an  amount  below  the  maximum  in 
the  year  of  determination. 

1976  In  the  1974  and  1975  determinations  the  quotient  was  the  average  wage  for  the  year 
of  determination,  estimated  from  data  for  the  first  calendar  quarter,  divided  by  the 
corresponding  amount  for  the  year  before  the  year  of  determination.  Public  taw 
94-202  (signed  Jan.  2,  1976)  revised  the  adjustment  method  by  increasing  by  a  year 
the  lag  in  average  wages  used  in  the  computation.  Thus,  for  example,  the  1976 
determination  was  based  on  the  percentage  increase  in  the  average  wage  from  1974 
to  1975. 

1977  Statutory  in  lieu  of  automatic  increases  in  the  maximum  instituted  for  the  years 
1979,  1980,  and  1981.  Also,  for  purposes  of  establishing  a  "year  of  coverage"  used 
in  the  computation  of  the  special  minimum  PIA,  annual  maximum  taxable  and 
creditable  earnings  after  1978  are  the  amounts  that  would  have  been  determined 
under  the  automatic  adjustment  provisions  if  the  statutory  increases  in  the  maximum 
under  the  1977  Act  had  not  been  enacted  (see  table  2.A8,  page  38). 

Earnings  Test  

1972b      The  1972b  Act  (as  modified  by  the  1973a  and  1973b  Acts)  mandated  a 

determination  in  1974,  and  in  every  subsequent  year  in  which  a  cost-of-living 
increase  is  established,  as  to  whether  or  not  an  adjustment  in  the  exempt  amount— 
the  amount  of  earnings  permitted  without  reduction  in  benefits— is  required. 

The  determination  is  made  by  multiplying  the  monthly  exempt  amount  in  effect  in 
the  year  of  determination  by  the  following  quotient:  the  national  average  wage  for 
the  year  before  the  year  of  determination,  divided  by  the  average  wage  for  the  year 
before  the  most  recent  year  in  which  an  automatic  determination  was  made  that 
resulted  in  an  increase  or  in  which  an  increase  in  the  exempt  amount  was  enacted. 
(See  column  2  in  table  2.A5  on  page  35  for  annual  amounts  of  the  average  wage 
after  1950  and  footnote  1  in  table  2.A5  for  the  underlying  data  sources.)  The 
resulting  product,  rounded  to  the  nearest  multiple  of  $10,  is  the  new  monthly  exempt 
amount,  effective  with  respect  to  remuneration  paid  after  the  year  of  determination 
and  with  respect  to  taxable  years  beginning  after  that  year.  In  no  case,  however,  is 
the  new  exempt  amount  reduced  below  the  exempt  amount  in  the  year  of 
determination.  The  new  annual  exempt  amount  is  determined  by  multiplying  the  new 
monthly  amount  by  12. 


Social  Security  Bulletin,  Annual  Statistical  Supplement,  1990 


19 


1976  In  the  1974  and  1975  determinations  the  quotient  was  the  average  wage  for  the  year 
of  determination,  estimated  from  data  for  the  first  calendar  quarter,  divided  by  the 
corresponding  amount  for  the  year  before  the  year  of  determination.  Public  Law 
94-202  (signed  Jan.  2,  1976)  revised  the  adjustment  method  by  increasing  by  a  year 
the  lag  in  average  wages  used  in  the  computation.  Thus,  for  example,  the  1976 
determination  was  based  on  the  percentage  increase  in  the  average  wage  from  1974 
to  1975. 

Quarter  of  Coverage  

1977  Mandatory  annual  determination,  beginning  in  1978,  as  to  whether  or  not  an 
adjustment  is  required  in  the  amount  of  wages  and  self-employment  earnings  an 
individual  needs  to  be  credited  with  a  quarter  of  coverage  in  the  succeeding  year. 
The  amount  required  for  a  quarter  of  coverage  is  the  product  of  $250  (in  effect  in 
1978)  multiplied  by  the  following  quotient:  the  national  average  wage  for  the  year 
before  the  year  of  determination,  divided  by  the  average  wage  for  1976  (see  column 
2  in  table  2.A5  on  page  35  for  average  annual  wages  after  1950).  The  resulting 
product,  rounded  to  the  nearest  multiple  of  $10,  is  the  new  amount  required  for  a 
quarter  of  coverage.  In  no  case,  however,  is  the  new  amount  reduced  below  the 
amount  in  effect  in  the  year  of  determination. 

Bend  Points  In  Benefit  Formula 


1977     Introduction  of  a  new  benefit  computation  method  based  on  average  indexed 

monthly  earnings  (A) ME)  after  1950,  effective  for  workers  first  eligible  after  1978  (see 
table  2.A7,  page  37).  The  dollar  amounts,  or  bend  points,  defining  the  AIME 
brackets  are  adjusted  annually  by  multiplying  the  bend  points  in  effect  for 
1979— $180  and  $1,085— by  the  following  quotient:  the  national  average  wage  for 
the  second  year  before  the  year  for  which  the  determination  is  made,  divided  by  the 
average  wage  for  1977  (see  column  2  in  table  2A5  on  page  35  for  average  annual 
wages  after  1950).  The  resulting  products,  rounded  to  the  nearest  dollar,  are  the 
new  bend  points. 


Illustrative  Benefit  Amounts     The  following  tables,  beginning  on  page  46,  present  illustrative  benefit  amounts: 

2.A1 5.— Monthly  benefit  amounts  for  selected  beneficiary  families  with  first 

eligibility  in  1990,  by  average  indexed  monthly  earnings  for  selected 
wage  levels,  effective  December  1990 

2.A16. — Minimum  and  maximum  monthly  retired-worker  benefits  payable  to 
individuals  who  retired  at  age  62,  1957-91 

2.A1 7. —Minimum  and  maximum  monthly  retired-worker  benefits  payable  to 
individuals  who  retired  at  age  65,  1940-91 

Effect  of  Current  Earnings 
on  Benefit  Status 

Beneficiaries  with  substantial  earnings  may  have  some  or  all  benefits  withheld 
depending  on  their  annual  earnings.  Family  members  also  have  benefits  withheld  if 
the  worker  on  whose  account  they  are  receiving  benefits  has  substantial  earnings. 
However,  deductions  based  on  the  worker's  earnings  are  not  made  from  the  benefits 
of  a  divorced  spouse  who  has  been  divorced  from  the  worker  for  at  least  2  years. 

The  earnings  test  has  different  rules  for  beneficiaries  aged  65-70  and  under  age  65. 
In  1991,  beneficiaries  aged  65-70  receive  $1  less  in  total  annual  benefits  for  each  S3 
of  earnings  in  excess  of  the  exempt  amount  of  $9,720.  Beneficiaries  under  age  65 
receive  $1  less  in  their  benefit  for  each  $2  of  earnings  above  the  exempt  amount  of 
$7,080  (table  2.A18.  page  49). 

Beneficiaries  entitled  on  the  basis  of  their  own  disability— disabled  workers,  disabled 
adult  children,  and  disabled  widows  and  widowers— are  not  subject  to  the  retirement 
test.  Substantial  earnings  by  disabled  beneficiaries  may  indicate  that  they  are  able 
to  do  work  which  constitutes  substantial  gainful  activity  (SGA),  and  therefore  are  no 
longer  disabled.  Although  other  factors  are  considered,  numerical  guidelines  are 
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Income  Tax  Treatment 
of  Benefits 

1983 


Appropriations  Authorized  From 
General  Revenues 
and  Interfund  Borrowing 

1935 


1944 
1947 
1950 
1956 
1966 
1972b 
1983 


used  in  a  determination  of  SGA.  Currently  average  monthly  earnings  above  $500 
usually  are  considered  to  demonstrate  SGA  while  earnings  below  $300  indicate  that 
SGA  did  not  occur  (table  2.A19,  page  50). 


Up  to  one-half  of  Social  Security  benefits  may  be  subject  to  income  taxation  under 
certain  conditions.  Generally,  only  beneficiaries  with  substantial  amounts  of  other 
income  are  affected.  The  additional  income  tax  revenues  resulting  from  this 
provision  are  transferred  to  the  trust  funds  from  which  the  corresponding  benefits 
were  paid. 

Effective  for  taxable  years  ending  after  Dec.  31,  1983,  gross  income  for  income  tax 
purposes  includes  up  to  one-half  of  Social  Security  and  Tier  I  Railroad  Retirement 
benefits  received  by  taxpayers  whose  income,  as  defined  below,  exceeds  certain 
base  amounts.  The  base  amounts  are  $32,000  for  a  married  couple  filing  jointly,  $0 
for  a  married  individual  filing  separately  who  lived  with  his  or  her  spouse  anytime 
during  the  year,  and  $25,000  for  individuals  in  all  other  filing  categories  (table  2.A20, 
page  51). 

The  income  to  be  compared  with  the  applicable  base  amount  is  adjusted  gross 
income  (before  Social  Security  or  Railroad  Retirement  benefits  are  considered),  plus 
tax-exempt  interest  income  and  certain  other  deductible  or  excludable  income,  plus 
one-half  of  Social  Security  or  Tier  I  Railroad  Retirement  benefits.  For  taxpayers 
whose  income  exceeds  the  appropriate  base  amount,  the  amount  of  benefits 
included  in  gross  income  is  the  lesser  of  one-half  of  benefits  or  one-half  of  the 
excess  of  the  income,  as  described,  over  the  base  amount. 

Examples  of  Social  Security  benefits  to  be  included  in  gross  income  for  single 
taxpayers  with  varying  amounts  of  annual  income  and  Social  Security  benefits  of 
$8,000  are  shown  on  page  51 . 


Appropriations  From  General  Revenues  

Annual  appropriations  to  the  old-age  reserve  account  to  provide  for  payments;  direct 
appropriation  to  pay  for  administrative  expenses. 

Trust  fund  created  from  which  benefits  and  administrative  expenses  were  to  be  paid. 

General  authorization,  to  finance  benefits  and  payments. 

For  cost  of  gratuitous  military  service  wage  credits. 

General  authorization  repealed. 

For  cost  of  gratuitous  military  service  wage  credits. 

For  cost  of  monthly  benefits  for  those  with  less  than  3  quarters  of  coverage. 

For  cost  of  gratuitous  wage  credits  for  Japanese-American  internees. 

A  lump-sum  payment  to  the  OASDI  Trust  Funds  equal  to  (1)  the  present  value  of  the 
estimated  additional  benefits  arising  from  the  gratuitous  military  service  wage  credits 
for  service  before  1957  and  (2)  the  amount  of  the  combined  employer-employee 
OASDI  taxes  on  the  gratuitous  wage  crests  for  service  after  1956  and  before  1984 
but  less  any  amounts  previously  transferred.  After  1983,  the  trust  funds  will  be 
reimbursed  on  a  current  basis  for  employer-employee  taxes  on  such  wage  credits  for 
service  after  1983. 

A  lump-sum  payment  to  the  OASDI  Trust  Funds  representing  the  amount  of 
uncashed  benefit  checks  (including  interest)  issued  in  the  past.  In  the  future,  the 
trust  funds  will  be  credited  on  a  regular  basis.  All  transfers  made  for  uncashed 
benefit  checks  will  be  subject  to  the  annual  appropriation  process. 
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Transfer  from  the  Treasury  Department  to  the  OASDI  Trust  Funds  an  amount  equal 
to  income  tax  receipts  attributable  to  inclusion  of  Social  Security  benefits  in  taxable 
income. 

For  discussion  of  tax  credits  for  part  of  employment  RCA  tax  and  tax  on  self- 
employment  income  under  SECA,  see  the  section  on  "Maximum  Taxable  Earnings 
and  Tax  Rates."  page  13. 

Interfund  Borrowing  

1981      Interfund  borrowing  permitted  among  OASI,  Dl,  and  HI  Trust  Funds  as  needed  until 
Dec.  31.  1982.  For  all  or  part  of  any  loan  to  be  repaid,  the  managing  trustee 
determines  if  assets  of  borrowing  trust  fund(s)  are  sufficient  for  that  purpose.  Interest 
with  respect  to  any  outstanding  loan  balance  at  a  rate  equal  to  the  rate  earned  by 
lending  trust  fund  is  transferred  from  time  to  time. 

1983      Interfund  borrowing  reauthorized  among  OASI.  Dl,  and  HI  Trust  Funds  for  calendar 
years  1983-87.  with  provisions  for  scheduled  repayment,  no  later  than 
Dec.  31,  1989,  of  principal  and  interest  (including  amounts  borrowed  in  1982).  No 
borrowing  permitted  from  any  fund  that  has  been  reduced  to  specified  levels. 

International  Agreements 

1977      The  President  authorized  to  enter  into  international  agreements  to  provide  for 
coordination  between  the  social  security  programs  of  the  United  States  and  the 
programs  of  other  countries. 

An  international  social  security  agreement  is  designed  to  benefit  both  workers  and 
employers.  Such  agreements  eliminate  dual  coverage  and  contributions  with  respect 
to  the  same  work  under  the  social  security  programs  of  the  countries  that  are  parties 
to  the  agreement.  Agreements  also  prevent  the  impairment  of  social  security 
protection  that  results  when  a  person  works  under  the  social  security  programs  of 
two  countries  but  is  not  eligible  for  benefits  in  one  or  both  of  the  countries  when  he 
or  she  retires,  becomes  disabled,  or  dies.  Under  an  agreement,  each  country  takes 
into  account  periods  of  coverage  that  are  completed  under  the  laws  of  the  other 
country  and  that  were  not  already  credited  under  its  own  laws.  A  partial  benefit  is 
then  computed  by  each  country  based  on  the  proportion  of  total  covered  work 
completed  in  that  country. 

The  United  States  currently  has  social  security  agreements  in  effect  with  12 
countries— Italy  (1978).  the  Federal  Republic  of  Germany  (1979),  Switzerland  (1980), 
Belgium,  Norway,  Canada  (1984),  the  United  Kingdom  (1985),  Sweden  (1987), 
Spain  and  France  (1988),  Portugal  (1989),  and  the  Netherlands  (1990).  An 
agreement  with  Austria  has  been  signed  and  is  expected  to  enter  into  force  in  the 
second  half  of  1991. 

Social  Security  old-age  and  disability  benefits  are  generally  payable  to  U.S.  citizens 
regardless  of  where  they  reside.  An  international  agreement  generally  provides  that 
each  country  that  is  a  party  to  the  agreement  must,  for  benefit  purposes,  treat 
nationals  of  the  other  country  in  the  same  manner  as  it  treats  its  own  nationals. 
Furthermore,  certain  other  persons  who  are  not  nationals,  such  as  dependents  and 
survivors,  but  who  reside  within  the  participating  countries  are  guaranteed  equal 
benefit  treatment  with  nationals. 
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type  of  Monthly  Benefits 


Percent 

Vet 

Type  of  benefit 

of  PIA 

Conditions 

Insured  Worker 


935  Retired  worker 

;939   

1 1 956  Women: 

H961  Men: 

|i972b   

|l977   

1983 


Aged  65  or  older 


Aged  62-64 
Aged  62-64 


Age  at  which  100% 
of  PIA  payable: 
65  and  2  months 
65  and  4  months 
65  and  6  months 


65  and  10  months 


66  and  2  months 
66  and  4  months 


66  and  8  months 
66  and  10  months 
67 

Aged  62-66 


Fully  Insured.  Amount  based  on  cumulative  wages. 
Amount  based  on  PIA. 

Reduced  5/9%  for  each  month  under  age  65. 

Reduced  5/9%  tor  each  month  under  age  65. 

Increased  1/12%  for  each  month  between  ages  65  and  72 
for  which  no  benefits  received  after  1970  (PIA  based  on 
AMW  only).  Applicable  only  to  worker  whose  benefit  has 
not  been  actuarially  reduced. 

Increased  1/4%  for  each  month  after  1981  and  between  ages 
65  and  72  in  which  no  benefits  received.  Requirement  tor 
nonreceipt  of  actuarially  reduced  benefit  removed. 

Applicable  to  workers  who  attain  age  62  in  year. 

2000 

2001 

2002 

2003 

2004 

2005-16 

2017 

2018 

2019 

2020 

2021 

2022  and  later 

Reduced  5/9%  tor  each  of  the  first  36  months  of  receipt  of 
benefits  immediately  preceding  the  age  at  which  100%  of 
PIA  is  payable,  plus  5/12%  tor  each  of  up  to  24  earlier 
months  of  benefit  receipt. 

increased  by  the  following  percentage  for  each  month 
between  the  age  at  which  100%  of  PIA  is  payable  and 
age  70  in  which  no  benefits  are  received: 


Percentage 
Increase 

7/24  

1/3  

9/24  _  

10/24  

11/24  

1/2  

13/24  

14/24  

15/24  

2/3-  


Age  62 
In  years 

1987-88 
1989-90 
1991-92 
1993-94 
1995-96 
1997-98 
1999-2000 
2001-02 
2003-04 
2005  and  later 


Disabled  worker 


1960 
1965 

1967 


Aged  50-64 
U  nde  r  age  50 


No  further  increases  for  months  of  nonreceipt  of  benefits 

after  age  70,  effective  1984. 
Partial  offset  for  receipt  of  pension  based  on  noncovered 

employment,  phased  in  over  a  5-year  period  beginning  in 

1986  for  individuals  first  eligible  for  Social  Security  and 

noncovered  pension  after  1985. 
100  Disability  insured.  Waiting  period  of  6  calendar  months. 

Reduced  by  amount  of  workers'  compensation. 
Reduction  for  workers"  compensation  eliminated. 

Reduced  if  benefits  plus  workers'  compensation  exceed  80% 
of  the  higher  of  AMW  or  high-5-year  average  taxable 
earnings  in  covered  employment.  Adjusted  periodically  for 
rises  in  wage  levels. 

Reduced  if  benefits  plus  workers'  compensation  exceed  80% 
of  the  higher  of  AMW  or  high-5-year  average  earnings  in 
covered  employment,  regardless  of  taxable  limit. 
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Type  of  Monthly  Benefits— Continued 


Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1972b 


Reduced  if  benefits  plus  workers'  compensation  exceed  80% 
of  the  highest  of  (a)  AMW,  (b)  hlgh-5-year  average 
earnings,  or  (c)  highest  annual  earnings  in  the  period 
consisting  of  year  of  disability  onset  and  5  preceding 
years  in  covered  employment 

Waiting  period  reduced  to  5  calendar  months. 

Reduced  If  benefits  plus  workers'  compensation  plus  certain 
disability  benefits  under  a  Federal,  State,  or  local  law 
exceed  80%  of  the  highest  of  (a)  AMW,  (b)  high-5-year 
average  earnings,  or  (c)  highest  annual  earnings  in  the 
period  consisting  of  year  of  disability  onset  and  5 
preceding  years  in  covered  employment 

Partial  offset  for  receipt  of  pension  based  on  noncovered 
employment  phased  in  over  a  5-year  period  beginning  in 
1986  for  individuals  first  eligible  for  Social  Security  and 
noncovered  pension  after  1985. 


Dependents  of  Retired-Worker  Beneficiary 


1939  Wife: 
1956 

1967   

1969   

1977   

1983   


Aged  65  or  older 
Aged  62-64 


Aged  65-66 
Aged  62-66 


1965      Divorced  wife: 


1967 
1969 
1972b 
1977 


Aged  65  or  older 
Aged  62-64 


1983 


Aged  65-66 
Aged  62-66 


50    Fully  Insured. 

. . .    Reduced  25/36%  for  each  month  under  age  65. 

. . .    Maximum  $105.00. 
Maximum  eliminated. 

. . .    Reduced  by  full  amount  of  pension  payable  based  on  own 
earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 

. . .    Noncovered  pension  offset  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

. . .    Beginning  in  year  2000,  the  age  at  which  50%  of  PIA  is 

payable  will  be  gradually  increased  (See  Retired-Worker 
age). 

. . .    Reduced  25/36%  for  each  of  the  first  36  months  under  the 
age  at  which  50%  of  PIA  is  payable,  plus  5/12%  for  each 
of  up  to  24  earlier  months  of  benefit  receipt 
Noncovered  pension  offset  limited  to  two-thirds  of  such 
pension. 

50    Fully  Insured.  Dependent  Married  20  years.  Not  counted 

toward  family  maximum. 
. . .    Reduced  25/36%  for  each  month  under  age  65. 

Maximum  $105.00. 

Maximum  eliminated. 
. . .    Dependency  requirement  eliminated. 

Married  10  years. 
. . .    Reduced  by  full  amount  of  pension  payable  based  on  own 
earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982  and 
married  20  years. 

Noncovered  pension  offset  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

Can  be  independently  entitled  to  benefits  if  divorced  for  2 
years  or  more  (after  marriage  of  10  or  more  years)  and 
worker  could  be  entitled  to  benefits  if  he  applied.  Effective 
with  benefits  for  months  after  December  1984. 

Beginning  in  year  2000,  the  age  at  which  50%  of  PIA  is 
payable  will  be  gradually  increased  (see  Retired-Worker 
age). 

. . .     Reduced  25/36%  for  each  of  the  first  36  months  under  the 
age  at  which  50%  of  PIA  is  payable,  plus  5/12%  for  each 
of  up  to  24  earlier  months  of  benefit  receipt. 
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Type  of  Monthly  Benefits— Continued 


Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1984        Noncovered  pension  offset  limited  to  two-thiros  of  such 

pension. 

1950     Wife  (mother):  Under  age  65  50    Fully  Insured.  Caring  for  eligible  child. 

1965        Eligible  child  excludes  student  aged  18-21. 

1967        Maximum  $105.00. 

1969        Maximum  eliminated. 

1977        Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  In  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 

1981a        Eligible  child  excludes  nondisabled  child  aged  16-17. 

1983        Noncovered  pension  offset  not  applicable  if  first  eligible  for 

such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1939     Child:  Under  age  18  50    Fully  Insured. '  Student  aged  16-17. 

1946        Student  requirement  eliminated. 

1965  Aged  18-21    FulMime  student 

1972b        Benefits  extended  to  end  of  quarter  or  semester  in  which 

22d  birthday  occurs  while  undergraduate  student. 
      Includes  grandchild  under  certain  circumstances. 

1981a  Aged  18-22    Student  category  eliminated  do  be  phased  out  gradually  for 

those  entitled  before  May  1982),  except  for  elementary  or 
secondary  school  students  under  age  1 9. 

1956     Disabled  child:  Aged  18  or  older  50    Fully  insured. 2  Disabled  before  age  18. 

1972b        Disabled  before  age  22. 

      Includes  grandchild  under  certain  circumstances. 

1950     Husband:  Aged  65  or  older  50    Fully  end  currently  Insured.  Dependent. 

1961  Aged  62-64    Reduced  25/36%  for  each  month  under  age  65. 

1967        Currently  Insured  requirement  eliminated.  Maximum 

$105.00. 

1969        Maximum  eliminated. 

1977        Dependency  requirement  eliminated. 

      Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  In  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982  and 
dependent 

1983        Noncovered  pension  offset  provision  not  applicable  if  first 


eligible  for  such  pension  before  July  1983  and  dependent. 
Reduced  by  only  two-thirds  of  such  pension  if  first  eligible 
for  It  after  June  1983. 

Aged  65-66    Beginning  in  year  2000.  the  age  at  which  50%  of  PIA  is 

payable  will  be  gradually  increased  (see  Retired-Worker 
age). 

Aged  62-66    Reduced  25736%  for  each  of  the  first  36  months  under  the 

age  at  which  50%  of  PIA  is  payable,  plus  5/12%  for  each 
of  up  to  24  earlier  months  of  benefit  receipt. 


1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1977 3    Divorced  husband:      Aged  65  or  older  50    Fully  Insured.  Married  10  years.  Not  counted  toward 

family  maximum. 


'  Under  1939  Act.  generally  not  available  to  chid  of  married  female  2  See  footnote  1. 

worker.  Under  1950  Act.  available  if  female  worker  is  fully  and  currently  *  ootnct  of  California  District  Court  decision  in  Oliver  v. 

insured:  currently  insured  requirement  eliminated  by  1967  Act.  CaUfano.  June  24.  1977.  Statutory  change  enacted  in  1983. 
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Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1977 
1983 


Aqb6  65-66 
Aged  62-66 


1984 


1978 4    Husband  (father):       Under  age  65 


1981a 
1983 

1984 


Reduced  by  futt  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 

(noncovered  pension  offset). 
Noncovered  pension  offset  not  applicable  If  first  eligible  for 

such  pension  before  July  1983  and  dependent  Reduced 

by  only  two-thirds  of  such  pension  if  first  eligible  for  it 

•iter  June  1963. 
Can  be  independently  entitled  to  benefits  if  divorced  for  2 

years  or  more  (after  marriage  of  10  or  more  years)  and 

worker  could  be  entitled  to  benefits  if  she  applied. 

Effective  with  benefits  for  months  after  December  1984. 
Beginning  in  year  2030.  the  age  at  which  50%  of  PIA  is 

payable  will  be  gradually  increased  (see  Retired-Worker 

age). 

Reduced  25/36%  for  each  of  the  first  36  months  under  the 
age  at  which  50%  of  PIA  is  payable,  plus  5/12%  for  each 
of  up  to  24  earlier  months  of  benefit  receipt 

Noncovered  pension  offset  limited  to  two-thirds  of  such 


Fully  insured.  Caring  for  eligible  child.  Reduced  by  full 
amount  of  pension  payable  based  on  own  earnings  in 
noncovered  governmental  employment  (noncovered 
pension  offset). 

Eligible  child  excludes  nondlsabied  child  aged  16-17. 

Noncovered  pension  offset  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

Noncovered  pension  offset  limited  to  two-thirds  of  such 


Dependents  of  Disabled-Worker  Beneficiary 

1958     Same  as  dependents  of  retired-worker  beneficiary  50    Disability  Insured.  Same  as  dependents  of  retired-worker 

Survivors 


1939 
1956 
1961 
1965 
1972b 


1977 


Aged  65  or  older 
Aged  62-64 


Aged  60-61 
Aged  65  or  older 


Aged  60*4 


75  Fu 
821/2 

  Reduced  5/9%  for  each  month  under  age  62. 

100    Limited,  if  husband  retired  before  age  65,  to  amount 

husband  would  be  receiving  if  still  living,  but  not  less  than 
82  1/2%  of  PIA. 

  Reduced  19/40%  for  each  month  under  age  65.  in  addition, 

for  a  widow  aged  62-64  whose  husband  retired  before 
age  65.  limited  to  amount  he  would  be  receiving  if  still 
living,  but  not  less  than  82  1/2%  of  PIA. 

  Increased  by  any  delayed  retirement  credit  husband  would 

be  receiving. 

  Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982 


4  Eastern  District  of  Pennsylvania  District  Court  decision  i 
Calif ano.  Dec.  29.  1978.  Statutory  change  enacted  in  1963. 
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Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

Age  at  which  100% 
of  PIA  payable: 
65  and  2  months 
65  and  4  months 
65  and  6  months 


65  and  10  months 
66 

66  and  2  months 
66  and  4  months 
66  and  6  months 
66  and  8  months 
66  and  10  months 
67 

Aged  60-66 


1984   

1967  Disabled  widow: 

1972b   

1977   

1983   

1984 

1965  Surviving  divorced 
wife: 

1972b 


Aged  50-59 


Aged  60  or  older 
Aged  65  or  older 
Aged  60*4 


  Noncovered  pension  offset  not  applicable  if  first  eligible  for 

such  pension  before  July  .1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

  Applicable  to  widows  who  attain  age  60  in  year. 

  2000 

  2001 

  2002 

  2003 

  2004 

  2005-16 

  2017 

  2018 

  2019 

  2020 

  2021 

  2022  and  later 

  The  percent  of  reduction  for  each  month  depends  on  the  age 

at  which  100%  of  PIA  is  payable.  The  percentage  is 
adjusted  so  that  the  total  reduction,  in  equal  monthly 
steps,  is  always  28.5%  at  age  60. 

  Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

82  1/2    Fully  Insured.  Reduced  13  1/3%.  plus  43/198%  for  each 
month  under  age  60.  includes  divorced  wife,  dependent 
and  married  20  years. 
100    Reduced  28  1/2%,  plus  43/240%  for  each  month  under 
age  60. 

  Increased  by  any  delayed  retirement  credit  husband  would 

be  receiving. 

  Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 

  Noncovered  pension  offset  not  applicable  if  first  eligible  for 

such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

  Additional  reduction  for  each  month  under  age  60  eliminated. 

  Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

82  1/2  Fully  Insured.  Dependent  Married  20  years.  Not  counted 
toward  family  maximum.  Reduced  5/9%  for  each  month 
under  age  62. 

100    Limited,  If  former  husband  retired  before  age  65.  to  amount 
he  would  be  receiving  if  still  living,  but  not  less  than 
82  1/2%  of  PIA. 

  Reduced  19/40%  for  each  month  under  age  65.  In  addition, 

for  a  widow  aged  62-64  whose  former  husband  retired 
before  age  65,  limited  to  amount  he  would  be  receiving  if 
still  living,  but  not  less  than  82  1/2%  of  PIA. 

  Dependency  requirement  eliminated. 

  Increased  by  any  delayed  retirement  increment  former 

husband  would  be  receiving. 

  Married  10  years, 

  Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncoHved  pension  offset).  Reduction  does  not  apply  if 
eligible  tor  such  pension  before  December  1982  and 
married  20  years. 
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Type  of  Monthly  Benefits—Continued 


Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1983        Noncovered  pension  offset  provision  not  applicable  if  first 

eligible  for  such  pension  before  July  1983  and  dependent. 
Reduced  by  only  two-thirds  of  sucn  pension  if  first  eligible 
tor  It  after  June  1983. 

      Beginning  in  year  2000.  the  age  at  which  100%  of  PIA  is 

payable  will  be  Increased  gradually  and  the  reduction 
factor  modified  (See  Widow  age). 


1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1967     Disabled  surviving 

divorced  wife:  Aged  50-59  82 1/2    Fully  Insured.  Dependent.  Married  20  years.  Not  counted 

toward  family  maximum.  Reduced  13  1/3%,  plus  43/198% 
tor  each  month  under  age  62. 

1972b    100    Reduced  28  1/2%,  plus  43/240%  for  each  month  under 

age  60. 

      Dependency  requirement  eliminated. 

1977        Increased  by  any  delayed  retirement  increment  husband  (or 


former  husband)  would  be  receiving. 
      Married  10  years. 

      Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982  and 
married  20  years. 

1983        Noncovered  pension  offset  not  applicable  if  first  eligible  for 

such  pension  before  July  1983  and  dependent  Reduced 
by  onty  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

      Additional  reduction  for  each  month  under  age  60  eliminated. 


1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1939     Widowed  mother       Under  age  65  75    Fully  or  currently  Insured.  Caring  for  eligible  child. 

1965        Eligible  child  excludes  student  over  age  18. 

1977        Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 

1981  a        Eligible  child  excludes  nondisabled  child  aged  16-17. 

1983        Noncovered  pension  offset  not  applicable  if  first  eligible  for 

such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1950      Surviving  divorced 

mother  Under  age  65  75    Fully  or  currently  Insured.  Caring  for  eligible  child. 

Dependent.  Not  counted  toward  family  maximum. 

1965        Eligible  child  excludes  student  over  age  18. 

1972b        Dependency  requirement  eliminated. 

1977        Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 
1981a        Eligible  child  excludes  nondisabled  child  aged  16-17. 

1983        Noncovered  pension  offset  not  applicable  if  first  eligible  for 

sucn  pension  before  Jury  1983  and  dependent  Reduced 
by  apiy  two-thirds  of  such  pension  If  first  eligible  for  it 
after  June  1983. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1939     Child:  Under  age  18  50    Fully  or  currently  Insured.  *  Student  aged  16-17. 

1946        Student  requirement  eliminated. 

1950        Plus  25%  of  PIA  divided  among  the  children. 

i960      75    Additional  25%  of  PIA  eliminated. 


See  footnote  1 
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Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1965 
1972b 


1981a 


Aged  18-21 


1956     Disabled  child: 

1960   

1972b   

1939  Parent 

1946   

1950   

1956  Women: 

1958   

1961 
1950 
1961 
1967 
1972b 


Aged  18-22 
Aged  18  or  < 


Aged  65  or  older 


75 


Aged  62-64 


Aged  62  or 
Aged  65  or  < 
Aged  62  or 


82  1/2 
75 
82  1/2 


Aged  65  or  < 
Aged  60-64 


100 


1977 


1983 


1984 


1967      Disabled  widower      Aged  50-61 

1972b  Aged  50-59 
1977     


82  1/2 


100 


1983 


Full-time  student 

Benefits  extended  to  end  of  quarter  of  semester  in  which  22d 

birthday  occurs  while  undergraduate  student 
Includes  grandchild  under  certain  circumstances. 
Student  category  eliminated  (to  be  phased  out  gradually  (or 

those  entitled  before  May  1982),  except  for  elementary  or 

secondary  school  students  under  age  19. 
Fully  or  currently  insured.  *  Disabled  before  age  18.  Pius 

25%  of  PIA  divided  among  the  children. 
Additional  25%  of  PIA  eliminated. 
Disabled  before  age  22. 

Includes  grandchild  under  certain  circumstances. 
Fully  Insured.  Dependent  No  surviving  widow  or  child  under 
agei& 

No  surviving  eligible  widow  or  child. 


No-other-survivor  requirement  eliminated. 

75%  each  if  two  parents. 

Fully  and  currently  insured.  Dependent. 


Currently  insured  requirement  eliminated. 

Limited,  if  wife  retired  before  age  65,  to  amount  wife  would 

be  receiving  if  still  living,  but  not  less  than  82  1/2%  of 

PIA. 

Reduced  19/40%  for  each  month  under  age  65.  in  addition, 
for  a  widower  aged  62-64  whose  wife  retired  before  age 
65.  limited  to  amount  she  would  be  receiving  if  still  living, 
■but  not  less  than  82*1/2%  of  PIA. 

Dependency  requirement  eliminated. 

Increased  by  any  delayed  retirement  increment  wife  would  be 
receiving. 

Reduced  by  full  amount  of  pension  payable  based  on  own 
earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982, 
dependent  and  not  remarried  before  age  60. 

Noncovered  pension  offset  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 

Beginning  in  year  2000,  the  age  at  which  100%  of  PIA  is 
payable  will  be  increased  gradually  and  the  reduction 
factor  modified  (see  Widow  age). 

Noncovered  pension  offset  limited  to  two-thirds  of  such 
pension. 

Fully  Insured.  Dependent  Reduced  5/9%  per  month 
between  ages  60-62,  plus  43/198%  for  each  month  under 
age  60. 

Reduced  21-1/2%,  plus  43/240%  for  each  month  under  age 
60.  Disability  requirement  eliminated  for  ages  60-61 . 

Dependency  requirement  eliminated. 

Increased  by  any  delayed  retirement  increment  wife  would  be 
receiving. 

Reduced  by-full  amount  of  pension  payable  based  on  own 
earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982, 
dependent  and  not  remarried  before  age  60. 

Noncovered  pension  offset  not  applicable  if  first  eligible  for 
such  pension  before  July  1983  and  dependent  Reduced 
by  only  two-thirds  of  such  pension  if  first  eligible  for  it 
after  June  1983. 


8  See  footnote  1. 
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Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

      Additional  reduction  for  each  month  under  age  60  eliminated. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1980 7     Surviving  divorced 

husband:  Aged  65  or  older  100    Fully  insured.  Married  10  years.  Increased  by  any  delayed 


retirement  credit  former  wife  would  be  receiving.  Limited, 
if  former  wife  retired  before  age  65,  to  amount  she  would 
be  receiving  if  still  living,  but  not  less  than  82  1/2%  of 
PIA.  Not  counted  toward  family  maximum.  Reduced  by  full 
amount  of  pension  payable  based  on  own  earnings  in 
noncovered  governmental  employment  (noncovered 
pension  offset). 

Aged  60-64    Reduced  19/40%  for  each  month  under  age  65.  In  addition, 

tor  a  widower  aged  62-64  whose  wife  retired  before  age 
65,  limited  to  amount  she  would  be  receiving  if  still  living, 
but  not  less  than  82  1/2%  of  PIA. 

1983        Noncovered  pension  offset  provision  not  applicable  if  first 

eligible  for  such  pension  before  July  1983  and  dependent. 
Reduced  by  only  two-thirds  of  such  pension  if  first  eligible 
for  it  after  June  1983. 

Aged  65-66    Beginning  in  year  2000,  the  age  at  which  50%  of  PIA  is 

payable  will  be  gradually  increased  (see  Retired-Worker 
age). 

Aged  62-66    Reduced  25/36%  for  each  of  the  first  36  months  under  the 

age  at  which  50%  of  PIA  is  payable,  plus  5/12%  for  each 
of  up  to  24  earlier  months  of  benefit  receipt 

1984      Noncovered  pension  offset  limned  to  two-thirds  of  such 

pension. 

1980 '     Disabled  surviving 

divorced  husband:    Aged  50-59  100    Fully  insured.  Married  10  years,  increased  by  any  delayed 

retirement  credit  former  wife  would  be  receiving.  Reduced 
28  1/2%,  plus  43/240%  for  each  month  under  age  60.  Not 
counted  toward  family  maximum.  Reduced  by  full  amount 
of  pension  payable  based  on  own  earnings  in  noncovered 
employment  (noncovered  pension  offset). 


1983        Noncovered  pension  offset  provision  not  applicable  if  first 

eligible  for  such  pension  before  July  1983  and  dependent. 
Reduced  by  only  two-thirds  of  such  pension  if  first  eligible 
for  it  after  June  1983. 

      Additional  reduction  for  each  month  under  age  60  eliminated. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

1975 '      Widowed  father       Under  age  65  75    Fully  or  currently  Insured.  Caring  for  eligible  child  under 

age  18. 

1977        Reduced  by  full  amount  of  pension  payable  based  on  own 

earnings  In  noncovered  governmental  employment 
(noncovered  pension  offset).  Reduction  does  not  apply  if 
eligible  for  such  pension  before  December  1982. 

1981a        Eligible  child  excludes  nondisabled  child  aged  16-17. 

1983        Noncovered  pension  offset  provision  not  applicable  if  first 

eligible  for  such  pension  before  July  1983  and  dependent. 
Reduced  by  only  two-thirds  of  such  pension  if  first  eligible 
for  It  after  June  1983. 

1984        Noncovered  pension  offset  limited  to  two-thirds  of  such 

1979 10      Surviving  divorced  pension. 

father:  Under  age  65  75    Fully  or  currently  insured.  Caring  for  eligible  child  under 

age  18.  Reduced  by  full  amount  of  pension  payable  based 
on  own  earnings  in  noncovered  governmental  employment 
(noncovered  pension  offset). 


7  Oregon  District  Court  decision  in  Ambrose  v.  Hani*.  Jury  17  1980.  '  Supreme  Court  decision  in  Weinberger  v.  WWeenfeid.  Mar.  19.  1975. 

Statu  lory  change  enacted  in  1983.  Statutory  change  enacted  In  1983. 

1  See  footnote  1 .  10  Western  District  Court  decision  In  Yates  v.  CalKano.  Jan.  28.  1979. 

Statutory  change  enacted  in  1983. 
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l98ia        Eligible  child  excludes  nondisabled  child  aged  16-17. 

1983        Noncovered  pension  offset  provision  not  applicable  if  first 

for  sucn  pension  before  July  1983  and  dependent. 
I  by  only  two-thirds  of  sucn  pension  if  first  eligible 
tor  it  after  June  1983. 

      Noncovered  pension  offset  limited  to  two-thirds  of  such 

pension. 

Transitionally  Insured  Worker 

1965     Worker  aged  72  or  older    $35.00.  Effective  for  September  1966. 

1967        $40.00.  Effective  for  February  196*. 

1969        $46.00.  Effective  for  January  1970. 

1971        $4630.  Effective  for  January  1971. 

1972a        $58.00.  Effective  for  September  1972.  (Provision  for  future 

automatic  "cost-of-living"  increase.) 

1973a        $61.50.  (Effective  for  June-December  1974  but  eliminated 

by  1973b  legislation.) 

1973b        $62.10.  Effective  for  March  1974. 

      $64.40.  Effective  for  June  1974.  (Beginning  June  1975, 

subject  to  automatic  "cost-of-living"  increase.) 

      $59.60.  Effective  for  June  1975. 

      $74.10.  Effective  for  June  1976. 

      $7850.  Effective  for  June  1977. 

      $83.70.  Effective  for  June  1B7B. 

      $92.00.  Effective  for  June  1979. 

      $105.20.  Effective  for  June  19M. 

      $117.00.  Effective  for  June  1981. 

      $1 25 J30.  Effective  for  June  1982. 

      $129.90.  Effective  for  December  1983. 

      $134.40.  Effective  for  December  1984. 

      $138.50.  Effective  for  December  1986. 

      $140 JO.  Effective  for  December  1988. 

      $146.10.  Effective  for  December  1987. 

      $151.90.  Effective  for  December  1988. 

      $159.00.  Effective  for  December  1989. 

      $167.50.  Effective  for  December  1990. 

Dependents  of  Transitionally  Insured  Worker 

1965     Wife  aged  72  or  older    Monthly  payment  equals  one-half  the  benefit  of  the  worker. 

1983     Husband  aged  72  or  older    Monthly  payment  equals  one-half  the  benefit  of  the  worker. 

Survivors  of  Transitionally  Insured  Worker 

1965  Widow  aged  72  or  older    Monthly  payment  equals  the  benefit  of  the  worker. 

1983     Widower  aged  72  or  older    Monthly  payment  equals  the  benefit  of  the  worker. 

Special  Age- 72  Benefits 

1966  individual  or  couple  aged  72  or  older    $35.00  for  individual,  $52.50  for  couple.  Effective  for 

October  1968.  Reduced  by  amount  of  other  government 
pension  excluding  workers'  compensation  benefits  and 
veterans'  compensation  for  service-connected  disability  or 
death.  Not  available  to  persons  receiving  public 
assistance. 

1967        $40.00  for  individual,  $60.00  for  couple.  Effective  for 

February  1968. 

1969        $46.00  for  individual.  $69.00  for  couple.  Effective  for 

January  1970. 

1971        $4830  for  Individual.  $72^0  for  couple.  Effective  for 

January  1971. 

1972a        $58.00  for  Individual,  $87.00  for  couple.  Effective  for 

September  1972.  (Provision  for  future  automatic 
"cost-of-living"  increase.) 
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Type  of  Monthly  Benefits— Continued 


Percent 

Act 

Type  of  benefit 

of  PIA 

Conditions 

1973a        $61.50  for  individual,  $92.30  for  couple.  (Effective  for 

June-December  1974  but  eliminated  by  1973b 
legislation.) 

1973b        $62.10  for  individual,  $93^20  for  couple.  Effective  for 


March  1974. 

      $64.40  for  individual,  $96.60  for  couple.  Effective  for 

June  1974.  (Beginning  June  1975,  subject  to  automatic 
"cost-of-living"  increase.)  Not  available  to  persons 
receiving  payments  under  Supplemental  Security  income 
program. 

      $69.60  for  individual,  $104.40  for  couple.  Effective  for 

June  1975. 

      $74.10  for  individual,  $111.20  for  couple.  Effective  for 

June  1976. 

      $7650  for  Individual,  $117.60  for  couple.  Effective  for 

June  1977. 

      $83.70  for  individual,  $125.60  for  couple.  Effective  for 

June  1978. 

      $92.00  for  individual,  $138.10  for  couple.  Effective  for 

June  1979. 

      $105.20  for  Individual,  $157.90  for  couple.  Effective  for 

June  1980. 

      $117.00  for  Individual.  $175.70  for  couple.  Effective  for 

June  1981. 

      $125.60  for  individual,  $188.60  for  couple.  Effective  for 

June  1982. 

1983        Separate  rate  for  couples  eliminated,  individual  rate  applied 

to  ail  beneficiaries. 

      $129.90.  Effective  for  December  1983. 

      $134.40.  Effective  for  December  1984. 

      $138.50.  Effective  for  December  1986. 

      $140.30.  Effective  for  December  1986. 

      $146.10.  Effective  for  December  1987. 

      $151.90.  Effective  for  December  1988. 

      $159.00.  Effective  for  December  1989. 


1990        Eliminated  for  persons  who  attained  age  72  after  1971  ana 

did  not  apply  for  benefits  before  Nov.  6.  1990. 
      $167.50.  Effective  for  December  1980. 

Rounding  of  Benefit  Amounts 

1935        Nearest  cent 

1950        Next  higher  $.10  at  each  computation  step. 

1981        Next  lower  $.10  at  each  computation  step.  Final  individual 

benefit  check  (after  SMI  premium  and  some  other 
deductions,  if  any)  to  next  lower  $1  (if  not  already  muinpi 
of  $1). 
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CONTACT:  Harman  Grundman  (301)  965-0163  for  furthor  Information. 
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Older  Women's  League  Position 
Papers 
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Heading  for  Hardship: 

Retirement  Income  for  American  Women 
In  the  Next  Century 


More  Women  Are 
In  The  Labor  Force  . 

Percentage  (age  16  and  over) 


hen  today's  25-year-old  woman  retires,  after  hav- 
ing been  employed  for  as  long  as  35  years,  she  can 
expect  to  receive  the  same 
retirement  benefits  —  adjusted 
only  for  inflation  —  that  her 
mother  received.  For  most 
women,  decades  of  Social  Se- 
curity contributions  will  trans- 
late into  virtually  the  same  re- 
tirement benefits  as  those  paid 
to  their  mothers,  who  may  never 
have  earned  wages  or  paid 
Social  Security  taxes. 


omen  continue  to  pour  into 
tne  paid  work  force,  but  retire- 
ment income  does  not  reflect 
their  growing  contributions.  In 
1970,  women  received  70%  of 
the  Social  Security  benefits  men 
received.  In  1 989,  that  percent- 
age had  grown  just  to  73%.  In 
1974,  women's  average  pri- 
vate pension  income  was  73% 
of  men's;  by  1987,  that  ratio 
had  plummeted  to  58%. 

By  the  year  2020,  Social 
Security  and  pension  systems 
will  have  practically  ended  pov- 
erty among  older  men  and 
couples,  but  poverty  will  re- 
main widespread  among  older 
women  living  alone  — those 
who  are  divorced,  widowed  or 
never  married. 


sist  of  a  lifelong 
and  two  children. 


1950     I960     1970     1980  1988  2000 
Years  (Projected) 


Social  Security  and  pension 
systems  benefit  male  work 

lerns.  Designed  when  life- 
s  were  dramatically  differ- 
fe..i,  Social  Security  best  serves 
"traditional"  families  that  con- 


. . .  But  As  Retired  Families 
and  Widows,They  Will  Be 
Worse  Off 

Avg.  Annual 
Earning* 

Dual  Earner 
Family 

Traditional 
Family 

Husband 
Wife 

$17,500 
$11,500 

$29,000 
$  0 

Total 

$29,000 

$29,000 

1990  Soc  Sec 
Monthly  Benefit 
at  Age  65  l 

Husband 
Wife 

$733 
$551 

$975 
$487 

Total 

$1,284 

$1,462 

Survivor  Benefit 

$  733 

$975 

3irau  of  Ubor  Suuna.  1985;  Howud  N.  Fulkiton. 
"New  Li  bar  Force  Projection!.  Spinning  1981  u>  2000.' 
Monthly  Ubor  Review  (Nov.  1989) 

Mother's  Day  Report  1990 


breadwinner,  a  lifelong  homemaker, 
Less  than  10%  of  American  families 
fit  that  definition  today;  even 
fewer  will  fit  in  the  future. 

Despite  significant  legis- 
lative reforms,  fundamental  bi- 
ases against  women  persist  in 
retirement  income  programs. 
Social  Security  discriminates 
against  women  by  penalizing 
dual  earner  families,  caregivers, 
divorced  spouses,  and  people 
who  retire  early  and  live  long. 
Wives  who  are  entitled  both  to 
benefits  on  their  own  work  rec- 
ord and  benefits  from  their  hus- 
band may  collect  only  one.  With 
women's  wages  remaining  low, 
most  collect  from  their  hus- 
band's contribution.  Since  1960. 
the  percentage  of  women  re- 
ceiving a  dependent's  benefit 
has  remained  at  62%.  despite 
more  women  in  the  work  force. 

As  long  as  women  continue 
to  assume  greater  child  and 
elder  care  responsibilities,  are 
paid  less  than  men,  and  live 
longer,  these  biases  will  take 
an  enormous  toll  on  women's 
retirement  income.  Unless 
Social  Security  and  pension 
systems  are  revised  radically, 
older  women  will  remain  signifi- 
cantly poorer  than  older  men. 
With  the  "baby-boom"  genera- 
tion just  20  years  from  retire- 
ment, escalating  distortions  in 
retirement  incomes  for  men  and 
women  will  become  a  political 
hot  potato  of  immense  propor- 
tions in  the  years  to  come. 


A  Message  from  Lou  Glasse, 
President  of  the  Older  Women's  League 


Happy  Mother's  Day! 
It's  that  time  of  year 
once  again  when  we 
give  our  mothers  their 
fair  share  of  flowers 
and  well-wishing  tele- 
phone calls.  But  the 
day  is  not  yet  in  sight 
when  America's  moms 
will  get  their  fair  share 
of  something  much 
more  significant  — 
economic  security  in 
retirement.  For  men, 
we've  created  retirement  plans  and  profit  sharing. 
For  women,  we've  created  Mother's  Day. 
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The  young  woman  who  calls  her  retired  mother 
Sunday  may  reach  a  woman  living  on  Social  Security 
and  pensions  that  are  grossly  inadequate.  Most 
employed  women  today  fully  expect  to  be  independ- 
nt  and  equal  partners  in  work  and  in  marriage.  They 

pect  to  get  their  fair  share  of  the  retirement  pie. 

Few  would  ever  dream  that  their  futures  are  un- 
likely to  be  much  brighter  than  their  mothers'.  In  fact, 
by  the  year  2020-when  today's  35-year-old  is 
retiring-poverty  among  older  Americans  will  be  al- 
most entirely  confined  to  women  living  alone.  Women 
30  years  away  from  retirement  are  already  in  jeop- 
ardy. 

Women  entering  the  work  force  now  face  the  same 
assumptions  that  penalized  women  already  retired. 
Our  system  still  rewards  male  work  patterns  and 
favors  marriage.  Social  Security  soon  will  assume  the 
average  working  span  is  35  years,  a  plateau  that  less 
than  40%  of  women  will  reach  even  by  the  year  2030. 
The  Social  Security  and  tax  structures  that  kept  older 
women  from  accumulating  equity  and  establishing 
their  own  benefits  are  still  in  place.  Gender  bias  and 
lower  women's  wages  today  will  translate  into  signifi- 
cantly lower  retirement  benefits  tomorrow.  i 

Today's  daughters  and  granddaughters  are  al- 
ready on  track  to  end  up  suffering  40  years  down  the 
road  the  same  inequities  as  their  mothers.  To  date, 
America's  Social  Security  and  pension  systems  have 

)riy  failed  to  keep  pace  with  changing  work  pat- 


terns and  family  responsibilities.  Outdated  policies 
consign  far  too  many  older  women  to  live  out  their 
lives  in  poverty  and  want. 

Like  Social  Security,  pensions  are  based  on  an 
antiquated  one-worker  family  model  and  remain  out 
of  reach  for  most  women.  Today,  more  than  three  out 
of  four  women  have  no  access  to  their  own  pensions. 

Pension  eligibility  has  generally  required  long  term, 
continuous  full  time  service  with  one  employer-a  bad 
fit  for  women.  At  one  time  or  another,  most  women 
must  quit  jobs,  work  part-time,  take  lower  paying  jobs, 
move,  or  retire  early  to  care  for  family  members. 

In  return  for  this  lifetime  of  service,  retired  women 
workers  receive  76  cents  for  every  dollar  men  receive 
in  Social  Security-and,  since  1 950,  this  disparity  has 
widened.  Millions  of  employed  women  pay  into  Social 
Security  for  decades,  only  to  discover  upon  retire- 
ment that  half  of  their  husband's  benefit  exceeds  their 
own.  Women  get  absolutely  no  return  for  the  contri- 
butions they  have  made  for  so  long. 

Women': :  work  patterns  simply  do  not  mimic  those 
of  men.  We  can  no  longer  postpone  rectifying  these 
inequities.  Revisions  in  pension  and  Social  Security 
policy  enacted  today  will  only  fully  benefit  workers 
who  enter  the  job  market  tomorrow. 

Congress  must  treat  marriage  like  an  economic 
partnership.  It  is  degrading  that  Social  Security  still 
averages  a  "zero"  for  each  year  a  woman  stays  home 
to  care  for  children  or  frail  or  disabled  loved  ones. 
Restrictions  that  effectively  turn  divorced  spouses 
and  disabled  and  working  widows  into  second  class 
citizens  must  be  eliminated. 

Pensions  must  become  mandatory  and  portable, 
and  family  and  medical  leave  policies  that  protect 
caregivers'  retirement  benefits  must  be  enacted. 

Once  again  on  Mother's  Day,  the  Older  Women's 
League  is  issuing  a  challenge  to  America's  poli- 
cymakers. The  1990  graduate  interviewing  for  her 
first  job  is  already  heading  for  hardship  in  old  age.  We 
must  revise  pension  and  Social  Security  policies  to 
fairly  acknowledge  women's  contributions  and  equi- 
tably distribute  retirement  benefits. 
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Facts  of  Life  for  Women 


ire  is  no  evidence  that  young  women  today  will  have 
t--  >omic  retirement  futures  that  are  significant  differ- 
ent from  those  of  their  mothers  and  grandmothers.  If  our 
nation's  Social  Security  and  pension  programs  remain 
fundamentally  unchanged,  the  retirement  income  future 
is  unlikely  to  get  any  brighter  for  women. 

Three  demographic  and  sociological  factors  conspire 
to  leave  retirement  age  women  at  a  severe  economicdis- 
advantage:  women  continue  to  be  the  primary  caregivers 
of  children  and  elders;  women 's  wages  continue  to  lag  far 
behind  those  of  men;  and  women  continue  to  live  longer 
than  men.  As  a  consequence,  the  "golden  years'' will  be 
teholdin  years"  for  many. 

Currently,  millions  of  women  face  bleak  retirement 
futures.  Almost  three-quarters  of  the  elderly  living  below 
poverty  are  women.  More  than  two  out  of  every  five  older 
women  (41  %)  are  poor  or  near  poor  (living  on  incomes 
within  1 50%  of  poverty). 

;n  more  women  are  only  one  man  away  from 
poverty.  Almost  four  times  more  widows  live  in  poverty 
than  do  wives  the  same  age.  Half  the  widows  who  are 
poor  were  not  poor  before  the  death  of  their  husband.  The 
difference  in  wealth  between  widows  and  wives  is  due  to 
married  women's  access  to  the  income  and  assets  of  a 
husband.  In  1988,  almost  one  in  two  women  age  65  or 
over  were  widows. 

In  40  years,  when  today's  25-year  old  retires,  fewer 
women  will  be  retiring  married,  and  therefore  fewer 
will  have  access  to  a  husband's  retirement  income. 

Seven  out  of  1 0  baby-boom  women  will  outlive  their  hus- 
band and  can  expect  to  be  widows  for  at  least  1 5  years.  In 
he  year  2030,  only  one  in  three  women  over  age  65  will 
De  married,  compared  to  40%  today.  In  only  40  years, 
nore  than  one  out  of  every  five  older  women  will  be  di- 
vorced, a  400%  increase  over  today. 

Despite  more  women  being  in  the  work  place,  a 
foung  woman  continues  to  face  a  future  of  signifi- 
'        lower  wages.  Full-time,  year-round  working 
.n  in  1 988  earned  66  cents  on  average  for  every 
lollar  men  earned.  This  wage  gap  has  remained  fairly 


constant  since  1939,  when  the  gap  was  64  cents  on  the 
dollar.  Employment  discrimination  and  women's  work  pat- 
terns —  part-time  work,  in  and  out  of  the  work  force, 
choosing  lower-paying  work  because  of  caregiving  re- 
sponsibilities — will  continue  to  keep  women's  wages  far 
below  men's. 

Caregiving  responsibilities  continue  to  fall  pre- 
dominantly on  the  woman's  shoulders.  Fathers  may 
be  changing  more  baby  diapers  and  caring  financially  for 
aging  parents,  but  on  average,  they  are  nottaking  signifi- 
cantly more  time  away  from  work  for  caregiving.  Women 
average  1 1 .5  years  away  from  the  labor  force,  while  men 
average  1 .3  years.  Even  with  more  employers  offering 
parental  leave  for  fathers,  very  few  are  taking  advantage 
of  it.  More  women  are  in  the  work  force,  but  a  role  reversal 
has  not  occurred.  Instead  of  more  men  staying  at  home 
for  caregiving,  women  are  simply  assuming  the  role  of 
breadwinner  and  the  role  of  caregiver. 


Elderly  Poor  And  Near  Poor 
of  the  Future  Will  Be  Women 
Living  Alone 

Percent  of  Elderly  Persons  Living  AJone 
in  Poverty  or  Near-Poverty 


O-l  1  1 

1987  2001-2005  2016-2020 


Source:  ICF  Estimates 
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Average  Monthly 
Social  Security  Benefits 
1989 


Total  avg. 
benefit 


Retired 
workers 

Their 
Spouses 

Disabled 
workers 

Their 
Spouses 


t  1  1  1  1  r 

$0    100  200  300  400  500  600  700 

|       |  Men    HI  Women 

urce:  Estimated  Hgure*  for  1989.  Social  Security  AAniniflririon 


Social  Insecurity  for  Women 

The  Social  Security  Act  was  enacted  in  1935  as  the 
cornerstone  of  the  New  Deal.  The  Act  was  designed  to 
provide  Americans  with  protection  against  the  loss  of 
wages  due  to  retirement,  disability,  or  death.  Although 
the  language  of  the  Act  is  gender-neutral,  the  program 
was  designed  to  meet  the  needs  of  a  'Typical"  American 
family  that  is  no  longer  typical. 

Drafted  more  than  50  years  ago,  the  Social  Security 
program  best  protects  a  family  that  consists  of  a  lifelong 
paid  worker  (usually  the  husband),  a  lifelong  unpaid 
homemaker  (usually  the  wife),  and  the  dependent 
children-a  family  that  is  quickly  becoming  a  thing  of  the 
oast.  However,  70%  of  older,  nonmarried  women  de- 
pend on  Social  Security  as  their  primary  source  of 
income. 

As  long  as  the  underlying  premises  of  the  program 
remain  outdated,  future  generations  of  women  will 
continue  to  receive  Social  Security  benefits  that  are 
significantly  lower  than  men's. 

'ial  Security  is  a  system  of  "worker"  and  "de- 
p  int"  benefits.  A  woman  receives  Social  Security 
benefits  by  either  working  the  requisite  number  of  years 


in  covered  employment  or  by  being  married  to  a  worker 
who  qualifies  for  a  worker  benefit,  in  which  case  she 
receives  50%  of  his  benefit.  A  woman  who  qualifies  for 
benefits  both  on  her  own  work  record  and  as  a  spouse 
is  dually  entitled  but  receives  only  the  higher  of  the  two 
benefits. 

A  lifetime  homemaker  has  no  Social  Security  pro- 
tection in  her  own  right  Even  though  she  has  worked 
for  decades  in  the  home  and  has  contributed  substan- 
tially to  her  family's  economic  well-being,  she  receives 
only  a  spouse  benefit  equal  to  half  of  the  benefit  her 
husband  receives. 

For  the  homemaker  who  is  divorced,  half  a  bene- 
fit can  be  far  too  little  to  live  on.  A  divorced  woman  is 
eligible  to  receive  a  spouse  benefit  if  she  had  been 
married  at  least  10  years.  However,  half  of  her  former 
husband's  benefit  is  just  one  third  of  what  they  would 
receive  as  a  couple.  Together,  they  were  receiving 
1 50%  of  his  Social  Security-1 00%  for  him  and  50%  for 
her.  As  an  individual,  she  receives  only  the  50%.  This 
provides  many  divorced,  lifetime  homemakers  with 


Social  Security  Benefits  of 
Women  of  Color 
Lag  Even  Further  Behind 

1988 


Retired 
Workers 


Disabled 
Workers 


Widows 
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Source:   Social  Security  Bulletin.  Annual  Suusocal  Supplement 
1989.  Table  5>7. 


benefits  that  leave  them  living  in  poverty.  The  average 
spouse  benefit  for  a  woman  in  1 989  was  $294  a  month. 


divorced  spouse  becomes  financially  better  off 
after  her  former  spouse  dies,  because  a  widow 
receives  100%  of  her  deceased  husband's  benefit. 
However,  a  widow  may  not  draw  any  benefits  until  age 
60.  unless  she  has  a  child  under  1 6  or  an  older  disabled 
child.  A  widow's  gap  is  created  for  widows  with  children 
over  age  16  who  are  not  60  and  who,  therefore.cannot 
draw  benefits  yet.  Once  a  widow  has  reached  age  60, 
should  she  draw  her  benefits  early  rather  than  wait  until 
age  65,  her  benefits  will  be  actuarily  reduced  to  around 
70%  of  her  normal  widow's  benefit. 


Lower  wages  prompt  single  and  divorced  women 
to  draw  their  benefits  early,  and  thereby  have  their 
benefits  actuarily  reduced.  Benefits  are  reduced  to 
80%  of  their  normal  amount  for  workers  who  retire  early 
at  age  62.  For  the  first  1 5  years,  the  worker  is  ahead  in 
total  retirement  benefits  by  drawing  early,  but  after  that, 
the  worker  is  behind  where  she  would  have  been  had 
waited  until  age  65  and  drawn  full  benefits.  Women 
live  to  age  62  have  an  average  life  span  of  83  years. 
Therefore,  unless  a  woman  has  a  reason  to  believe  she 
will  die  younger  than  the  average, choosing  early  retire- 
ment leaves  her  financially  disadvantaged  under  Social 
Security.  Yet,  72%  of  retired  women  workers  draw  their 
benefits  early. 


For  a  woman  drawing  an  early  spouse  benefit,  as 
opposed  to  a  worker's  benefit,  the  shortfall  is  even 
worse.  The  spouse  benefit  is  reduced  to  75%  of  the  full 
oenefit  for  a  spouse  electing  to  draw  benefits  at  age  62. 
rherefore,  the  spouse  is  ahead  for  only  12  years,  until 
[he  age  of  74,  and  would  have  been  financially  better  off 
waiting  until  age  65  to  draw  benefits  for  every  year  after 
age  74  that  she  lives.  Still,  82%  of  spouses  draw  early 
benefits.  Many  are  divorced  and  in  need  of  immediate 
ncome  and  cannot  consider  the  consequences  down 
he  road. 


More  Women  Workers  Are 
Drawing  Early  Social  Security  Benefits 
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Early  Retirement 

Means  Big  Benefit  Reductions 

Avg.  Annual  Earnings 

Husband 

$26,312 

Wife  #1 

$  0 

Wife  #2 

$17,047 

§gcT  Sec.  Monthly  Benefit? 

Husband  at  age  62  (in  1990) 

$723 

At  age  65 

$899 

Reduction 

19.95% 

Wife  #1  at  age  62  (in  1990) 

$337 

At  age  65 

$449 

Reduction 

25.00% 

Wife  #2  at  age  62  (in  1990) 

$531 

At  age  65 

$660 

Reduction 

19.95% 

Widow  —Wife  #1  or  #2 

At  age  60 

$642 

At  age  65 

$899 

Reduction 

28.5% 
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Women's  Work  and  The  System-A  Bad  Fit 

Among  retired  workers  receiving  Social  Security 
^•nefits  on  their  own  work  records,  the  average 
e  receives  nearly  25%  more  in  his  check  than 

js  the  average  female  ($639  to  $488).  Because 
Social  Security  benefits  are  wage-based,  women's 
continuing  lower  earnings  translate  into  lower  retire- 
ment benefits.  Because  of  the  wage  gap,  the  average 
woman  will  consistently  have  lower  benefits  than  the 
average  man. 

Women's  work  patterns  are  strongly  penalized 
under  Social  Security.  Workers  born  in  1929  or  later 
will  have  their  Social  Security  benefit  calculated  on  their 
average  earnings  over  a  period  of  35  years.  Since  1 950, 
the  length  of  the  computation  period  has  increased  by 
a  year  each  year.  For  example,  the  computation  period 
for  a  worker  who  reached  age  62  in  1 987  was  3 1  years. 
The  computation  period  will  reach  its  maximum  of  35 
years  for  those  who  reach  age  62  in  1991  or  later. 

Persons  with  fewer  years  of  covered  earnings 
than  the  computation  period  have  a  zero  averaged 
into  their  earnings  record  for  each  missing  year. 
Persons  with  covered  earnings  for  more  than  the  com- 
putation period  will  have  their  years  of  lowest  earnings 
"dropped  out."  Men  generally  work 35  years  or  more,  but 
women  do  not.  Even  by  the  year  2030,  fewer  than  four 
?n  women  age  62-69  will  have  worked  35  years  or 
e.  The  remaining  60%  will  have  zeroes  averaged 
ii  no  their  earnings  record. 


Currently,  women  average  11.5  years  out  of  the 
work  force,  compared  to  1 .3  years  for  men.  Addition- 
ally, average  earnings  of  a  working  woman  drop  $3,000 
the  year  the  child  is  born  and  about  $5,000  to  $6,000 
annually  the  next  two  years.  These  years  of  lower 
earnings  are  used  to  compute  monthly  benefits. 


Women's  Social  Security  Benefits 
Have  Not  Gained  On  Men's 


100 


Percentage  (women's  benefits/men's) 


75- 


50 


25 


79%  77% 


73% 


78%  78% 


76% 


66% 


63% 


"••ii  Retired  Workers  Monthly  Benefits 
—  Total  Avg.  Monthly  Benefits 


1940        1950         1960         1970         1980  1988 


Source:  Social  Security  Bulletin,  Annual  Suosucti  Supplement.  19S9, 
TabL.iS.C2,  5.D3. 5.EZ  5.F1.  5.F2.  5.F12 


Women  Will  Spend  More  Years  In  The  Work  Force, 
But  Many  Will  Still  Be  "Zeroed"  Out 


%  of  Women  Age  62-69 


|  |  Year  2030 
■  Year  2010 


2J-S  21.7 
lf.« 


10-14  15-19  2024  25-29  30-34 

Years  In  Covered  Employment 


Source:  The  Urban  Institute's  "DYNASIM"  model,  as  reported  in  "Earnings  Sharing  in  Social  Security:  A  Model  for  Reform."  Center  for 
Women  Policy  Studies.  1988.  p.  21.   
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Social  Security  Penalizes 
Working  Women  for  Caregiving 

Avg.  Annual  Earnings 

(over  35  yr.  period)  $15,000 


Monthly  Benefits  (under  various  examples) 

1.  Retires  Age  65 

(in  1 993  with  no  "zero"  yrs.)  $  606 

2.  Retires  Age  62 

(in  1990  for  elder  care 
responsibilities  with 

nonzero"  years)  $  484 

3.  Retires  Age  65 

(in  1993,  spent  12  yrs. 

outside  paid  work  force)  $524 

4.  Retires  Age  62 

(in  1990,  spent  12  yrs. 

outside  paid  work  force)  $41 9 


^ually  Entitled,  But  Singularly  Benefited 


Women  who  are  both  homemakers  and  wage 
earners  are  particularly  disadvantaged.  A  woman 
dually  entitled  to  both  a  worker  benefit  on  her  earnings 
and  a  spouse  benefit  on  her  husband's  earnings  can 
receive  only  the  greater  of  the  two,  usually  the  spouse 
benefit.  If  the  spouse  benefit  is  higher — and  the  zeroes 
averaged  in  for  her  years  out  of  the  work  force  make  it 
likely  that  it  will  be  —  those  years  a  woman  worked  and 
paid  into  the  system  through  payroll  taxes  do  not  give 
her  an  increased  benefit.  She  will  receive  exactly  the 
same  spouse  benefit  that  she  would  have  received  had 
she  never  worked  outside  the  home. 

Since  1960,  the  percentage  of  women  drawing  a 
benefit  based  on  their  own  work  record  has  re- 
mained constant,  despite  more  women  working. 

Thirty-eight  percent  of  women  beneficiaries  drew  bene- 
fits on  their  work  record  in  1 960  as  well  as  in  1 988.  The 
number  of  women  dually  entitled  on  both  their  record 
and  that  of  their  husband  increased  over  this  period 
from  five  to  22%,  but  for  these  women,  their  dependent 
*~~nefit  on  their  husband's  record  was  greater. 

•  wo  earner  married  couples  also  are  penalized 
under  the  current  system.  Because  a  spouse  re- 


ceives only  the  higher  of  benefits  based  on  her  work 
record  or  spouse  benefits  based  on  her  husband's 
record,  dual  income  couples  with  similar  incomes  can 
receive  Social  Security  benefits  lower  than  a  couple 
with  only  one  earner. 


Many  female  workers  who  have  earned  a  govern- 
ment (public)  pension  will  have  their  Social  Security 
benefits  reduced.  For  these  retired  government  work- 
ers, their  Social  Security  benefit  as  a  spouse  or  widow 
will  be  lowered  by  up  to  2/3  of  the  value  of  their 
government  pension.  For  example,  if  the  retiree  re- 
ceives a  $600  monthly  civil  service  pension,  and  she  is 
entitled  to  a  $400  per  month  widow's  Social  Security 
benefit,  her  widow's  benefit  will  be  reduced  to  nothing, 
because  2/3  of  $600  completely  offsets  the  Social 
Security  benefit. 

Women  today  and  in  the  future  will  pay  more  into 
the  Social  Security  system  than  their  mothers  and 
grandmothers.  Rising  payroll  taxes,  higher  wages, 
and  increased  labor  force  participation  mean  that  women 
are  paying  more  into  the  system,  but  not  necessarily 
getting  more  out  In  1 990,  the  payroll  tax  increased  from 
7.1 5  to  7.65  percent  on  the  first  $5 1 .300  of  income  —  for 
a  maximum  tax  of  $3,924  a  year.  In  1970.  the  tax  rate 
was  4.8%  on  a  wage  base  of  $7,800  —  for  a  maximum 
tax  of  $374  a  year. 


More  Women  Are  Dually-Entitled 
But  Still  Draw  Dependent  Benefits 


Percentage  of  Women  Recipients 


1960  1970  1980  1988 


m  Dependent  Dually-Entitled      I    I  WonVer 

™  Benefit  Only       ^  (Dependent  ! — 1  Benefit 
Benefit  Greater) 

Source:  Social  Security  Bulleun. 

Annual  Staujucal  Supplement.  1989.  Table  S.GZ 
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Given  that  so  few  women  will  qualify  for  benefits 
on  their  own  work  record  even  by  the  year  2030, 
these  increased  taxes  will  not  lead  to  proportionate 
increases  in  benefits.  In  1 970,  women's  total  average 
efits  were  70%  of  men's  benefits;  in  1 990,  this  figure 
increased  to  only  73%. 

In  eight  states,  women's  average  benefits  fell 
below  the  73%  national  average  —  Idaho,  Louisi- 
ana, North  Dakota,  Ohio,  Texas,  Utah,  West  Virgina, 
and  Wyoming.  In  six  states  women's  average  benefits 
fared  better  than  76%  of  men's —Alaska.  D.C.,  Massa- 
chusetts, Mississippi,  New  York,  and  Vermont  with 
O.C.  women's  average  benefits  keeping  the  best  pace 
with  men's  at  81%. 


Giving  Disabled  Women  a  Tougher  Way 
To  Go 

Disabled  women  have  a  difficult  time  qualifying 
for  benefits.  A  female  disabled  worker  may  have  diffi- 
culty meeting  criteria  that  require  the  worker  to  have 
worked  five  out  of  the  last  ten  years  and  one-quarter  of 
the  years  since  she  was  over  age  21.  Therefore,  a 
homemaker  entering  or  re-entering  the  work  force  does 
not  have  disability  protection  for  at  least  five  years. 

*  dditionally,  a  disabled  widow  must  meet  a  more 
.gent  standard  of  disability  than  a  disabled 


worker.  In  1967,  Congress,  in  establishing  this  stan- 
dard, expressly  wanted  to  limit  the  number  of  disabled 
widows  who  would  be  eligible,  promising  to  revise  the 
standard  shortly.  Twenty-three  years  have  passed  with- 
out any  further  action. 

The  benefits  for  disabled  women  workers  and 
disabled  widows  are  extremely  low.  Disabled  widows 
benefits  in  1 989  were  $369  a  month  or  $4,428  a  year,  far 
below  the  federal  poverty  level.  For  African  American 
disabled  widows,  the  average  monthly  benefit  inl988 
was  even  lower  —  $302  a  month  or  $3,624  a  year. 

Penny  Pensions 

Pension  law  and  practices  heavily  disfavor  women  s 
work  patterns.  Policymakers  sometimes  describe  an 
adequate  retirement  income  as  a  three-legged  stool 
supported  by  Social  Security,  a  pension  and  individual 
savings.  Unfortunately,  for  women  the  pension  leg  is 
often  missing,  producing  a  shaky  future  for  far  too  many. 
Improvements  in  pension  coverage  on  the  job  will  not 
translate  to  gender  parity  when  benefits  are  paid  in  the 
next  century.  Today,  almost  twice  as  many  men  over 
age  65  receive  pension  income  on  their  own  work 
record  than  do  women  (46%  to  23.5%).  While  the 
percentage  of  women  beneficiaries  should  improve 
somewhat  in  coming  decades,  the  dollar  gap  between 
men 's  and  women 's  pension  income  will  remain  high.  In 
1987,  the  mean  pension  income  for  men  over  65  was 
$659  a  month  compared  to  $394  for  women. 


Average  Pension  Income  For  Persons  Over  65  In  1987 

Pension  Income 
(public  and  private) 

All  Races 
Men  Women 

White 
Men  Women 

African  American 
Men  Women 

Hispanic 
Men  Women 

Percent  receiving 

46.0%  23.5% 

47.9%  24.6% 

23.0%  13.8% 

27.7% 

Avg.  annuaJ 
pension  income 

$7,907  $4,723 

$8,045  $4,726 

$5,428  $4,828 

$6,483 

Private  Pension 
Income  Only 

Percent  receiving 

32.0%  13.6% 

33.2%  14.4% 

22.5%  6.0% 

*  * 

Avg.  annual 
private  pension 

$5,727  $3,352 

$5,809  $3,333 

$4,435  $3,695 

*  * 

ome 


*  Too  trail!  a  umpto  to  draw  a  figure 


i  Bureau  data.  March  190,  Current  Population  Sunxy 
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Distribution  of  Income  of  Elderly 
By  Source 

Married  Couples 


Percentage  of  Average  Income 


100 


Single  Women 

Percentage  of  Average  Income 


OJ-^ J  o- 

Lowest     Second     Middle     Fourth     Highest  Lowest     Second     Middle     Fourth  Highest 

Income  Units 

■  Social  Security          ^  Earnings         H  Pension  □  Means-tested      □  Other  Income 

Transfer 

Source:  Con  gran  coal  Budget  Office  tabulations  of  data  from  the  March  1988  Payments 

Current  Population  Survey  (SSI) 


.omen's  job  mobility  penalizes  them  heavily  in 
pension  coverage.  Because  most  plans  require  five 
years  on  the  job  before  pension  rights  vest,  the  vesting 
feature  poses  a  great  obstacle  to  pension  equity  for 
women.  Women  are  more  likely  to  have  fewer  years  of 
service  and  are  more  likely  to  work  part-time  than  men. 
Half  of  ail  men  have  been  on  their  current  job  less  than 
5.1  years,  half  of  all  women,  3.7  years.  Women's  job 
mobility  is  due  to  family  responsibilities,  following  trans- 
ferred husbands,  and  leaving  dead-end  jobs. 

Women  who  leave  jobs  to  assume  family  obliga- 
tions pay  a  heavy  pension  penalty.  Because  pension 
benefits  are  typically  calculated  on  the  worker's  final 
earnings,  leaving  the  job  significantly  before  "normal" 
retirement  age  will  mean  that  the  pension  wjll  be  based 
on  wages  which  may  be  1 0  or  20  years  out  of  date,  with 
no  indexing  for  inflation.  A  man  and  woman  can  each 
work  40  years,  with  both  working  under  the  same  type 
of  pension  plan  at  all  times.  However,  the  man  remains 
in  the  same  job  and  the  woman  in  four  different  jobs.  The 
result  is  that  the  man's  pension  could  be  twice  the 
woman's. 

Women  are  more  likely  to  work  in  small  busi- 
es and  for  lower  pay,  neither  of  which  are  asso- 
-d  with  pension  coverage.  Employers  are  not  re- 
quired to  provide  pension  coverage.  Less  than  half  of 


workers  who  earn  less  than  $1 ,000  a  month  are  covered 
by  a  pension  plan,  while  more  than  three  out  of  four  paid 
more  than  Mat  are  covered.  Only  25%  of  employers  with 
less  than  25  employees  offer  pension  coverage,  while 
89%  of  employers  with  more  than  1 ,000  employees 
offer  coverage. 

Many  flexible  job  arrangements  made  to  accom- 
modate working  women's  family  responsibilities 
will  greatly  diminish  women's  retirement  income. 

Consultancies,  part-time  jobs,  shared  jobs,  seasonal 
employment,  home-based  self-employment  are  all  in- 
creasingly popular  alternatives  for  women.  All  are  virtu- 
ally unprotected  by  pension  coverage.  Over  44%  of  em- 
ployers now  use  part-time  help  of  some  kind.  Three  out 
of  four  of  them  began  the  practice  within  the  last  eight 
years.  Two  out  of  every  three  part-timers  are  women. 
Under  federal  law,  employers  who  do  choose  to  offer  a 
pension  plan  may  exclude  employees  working  under  20 
hours  a  week  or  1 ,000  hours  a  year  from  coverage. 

Pension  plans  are  only  required  to  offer  widow 
benefits  of  half  the  amount  received  while  the  hus- 
band was  alive.  If  the  worker  is  the  survivor,  however, 
the  worker's  pension  is  not  decreased.  The  survivor  is 
most  often  the  wife,  leaving  widows  as  a  group  with  a 
much  lower  pension  income  than  widowers. 
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Currently,  only  three  percent  of  women  are  re- 
ceiving a  surviving  spouse  pension  benefit.  Many 
couples  continue  to  waive  survivor's  benefits  in  order  to 
r  -;ve  higher  benefits  while  both  are  living  or  because 
jo  not  understand  the  waiver  they  are  signing. 
1985,  both  spouses  must  consent  in  writing  to 
waive  the  survivor's  benefits.  However,  a  recent  federal 
study  found  that  most  waivers  require  at  least  a  12th 
grade  reading  level  and  were  too  complicated  for  most 
persons  to  understand. 

State  and  local  government  workers  are  not  pro- 
tected by  federal  pension  law.  State  and  local  pen- 
sions are  created  by  state  legislatures,  and  chaos 
reigns.  In  some  states,  public  pensions  are  organized 
according  to  political  subdivision;  in  others,  they  are 
organized  by  occupational  class.  Each  plan  has  its  own 
rules  and  provisions.  Understanding  or  reforming  these 
pension  systems  can  be  nearly  impossible.  Some  1 7 
million  full  and  part-time  government  workers  and  their 
spouses  are  caught  in  this  maze. 

Pension  integration,  whereby  a  pension  is  re- 
duced by  a  portion  of  one's  Social  Security,  more 
commonly  occurs  for  women  workers.  Until  recently, 
a  retiree's  entire  pension  could  be  integrated-out.  A  new 
law  limits  the  maximum  loss  of  a  pension  to  one-half  the 
pension  amount  —  however,  only  for  pension  benefits 
earned  (not  received)  after  1 988.  So,  it  will  be  decades 
1  *  the  impact  of  the  new  law  is  felt,  and,  even  then, 
i  f  the  pension  earned  through  contributions  could 
disappear.  Integration  is  most  common  for  lower  paid 
workers,  where  women  are  overrepresented. 

Pension  benefits  are  seldom  part  of  the  marital 
property  that  is  divided  in  a  divorce  settlement. 

Nothing  in  federal  law  requires  states  to  consider  pri- 
vate pensions  as  property  subject  to  division  upon 
divorce.  A  federal  law  change  in  1985  only  required 
pension  plan  administrators  to  abide  by  court  orders  in 
those  states  that  do  consider  a  pension  marital  prop- 
erty. Among  states  that  do  divide  interests  in  pensions, 
many  recognize  only  a  vested  pension  that  is  presently 
payable  —  meaning  that  the  worker  would  have  to  be  of 
retirement  age  before  the  pension  would  be  divided  at 
divorce. 

Saving  For  A  Rainy  Day  When  It's  Already 
Pouring 

Women  must  rely  more  on  private  savings  to  supple- 
ment their  retirement  income  given  their  lower  Social 
Security  and  pension  benefits.  Unfortunately,  women 
have  a  diminished  ability  to  save  because  of  lower 
■ne  earnings  and  the  high  health  care  costs  that 
t  from  caring  for  seriously-ill  spouses.  In  addition, 


The  Trouble  with  IRAs 

Dual  Earner 
Family 

Traditional 
Family 

Single 
Worker 

Wife(freelance  writer) 
$20,000  income 
no  pension 

Wile  (homemaker) 
$0  income 
no  pension 

Woman 

(freelance  writer) 
$20,000  income 
no  pension 

Husband  (accountant) 
$35,000  income 
pension  pian 

Husband  (accountant) 
$35,000  income 
pension  plan 

IRA:  No  tax-deductible 
contribution  allowed 
because  joint  income 
exceeds  $50,000  and 
he  has  a  pension. 

IRA:  $2,000  tax -deduct- 
ible contribution  made 
in  husband's  nameand 
$250  in  wife's. 

IRA:  Up  to  $2,000 
tax-deductible 
contribution  allowed 

income  tax  "reform"  laws  make  it  more  difficult  foi 
women  to  have  private  individual  retirement  accounts 
(IRAs). 

Fewer  women  participate  in  IRAs  than  men.  Among 
full-time  workers.  20%  more  men  participate  in  IRAs 
than  women.  However,  among  part-time  workers,  twice 
as  many  women  as  men  contribute  to  an  IRA.  More  than 
$200  billion  in  American  retirement  savings  are  in  IRAs. 

Married  working  women  are  substantially  penal- 
ized by  IRA  laws.  Both  husband  and  wife  are  disquali- 
fied from  tax-deductible  IRA  contributions  above  a 
certain  income  level  if  either  one  of  them  has  pension 
coverage  at  work.  Since  men  are  more  likely  than 
women  to  have  this  coverage,  women  are  more  likely  to 
be  disqualified  from  a  deductible  IRA,  even  though  they 
may  have  no  pension  benefit  in  their  own  right  and 
would  need  an  IRA  in  case  they  are  divorced  or  wid- 
owed. 

Homemakers  are  also  penalized.  Normally,  each 
wage  earner  may  deduct  an  IRA  contribution  of  up  to 
$2,000  a  year  for  income  tax  purposes.  Under  federal 
law,  if  only  one  spouse  works  outside  the  home,  the 
couple  can  only  contribute  a  maximum  of  $2,250  per 
year  to  IRAs  for  both  of  them.  This  contribution  may  be 
split  between  them  in  any  way,  so  long  as  no  more  than 
$2,000  per  year  is  invested  in  any  one  IRA  account. 
Therefore,  in  effect,  the  value  of  a  homemaker's  work  is 
set  at  $250.  Unless  a  couple  contributes  $2,250  to  IRAs 
each  year  by  putting  $2,000  in  the  wife's  IRA  and  only 
$250  in  the  husband's,  the  homemaker  is  at  a  severe 
disadvantage  if  she  is  divorced  or  widowed. 
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SEATTLE- KING  COUNTY  CHAPTER 
P.O.  Box  955,  Seattle.  WA  98111 

September  13,  1990 

TESTIMONY  FOR  FU3LIC  HEARING    -  ADVISORY  COUNCIL  ON 

SOCIAL  SECURITY 

by  Jayne  Kason  Brumbaugh 
Community  Liaison  Offic 

The  Older  Women's  League  is  both  a  national  and  a  locally-affiliated 
non-profit  membership  organisation,  advocating  economic  and  social 
equity  for  mid-life  and  older  women.  I  am  delighted  for  the  oppor- 
tunity to  share  with  you  some  of  our  concerns  around  the  allocation 
of  Social  Security  benefits,  particularly  those  policies  which,  we 
feel  continue  the  slide  to  the  feminization  of  poverty. 

There  is  no  question  that  the  Social  Security  Act  has  lifted  and 
maintained  millions  of  older  people  out  of  poverty.  1989  average 
benefits  were  $627  for  men,  and  3^58  for  women. 

It  is  equally  clear,  however,  that  as  a  result  of  the  Act's 
underlying  traditional  "husband,  dependent- wife  and  children" 
assumptions  and  the  current  policies  inherent  in  its  allocations 
system  that    l)  more  than  two  out  of  every  five  older  women  (^1%) 
are  poor  or  near  poor,  that  is,  are  living  within  150/S  of  poverty; 
2)  almost  three  quarters  of  the  elderly  living  in  poverty  are  women; 
and  3)  for  705*  of  women  living  alone,  Social  Security  is  the  sole 
source  of  income..  In  1990,  women's  total  average  benefits  are 
73%  of  men's  benefits  although  the  women  are  far  more  likely  to 
live  alone. 

One  of  the  causal  factors  for  the  lower  benefit  is  a  woman's  lower 
wage  expectation.  66c  on  the  dollar  earned  by  women  translates  to  a 
lower  life-time  dollar  total,  and  to  lower  benefits  based  on  salary. 

Benefits  are  also  based  on  number  of  years  spent  in  the  work  force , 
a  numbci  which  will  rise  to  35  years  for  workers  reaching  62  in  1991 
or  later.  Years  spent  working  in  the  home  raising  families  mean  zero 
years  averaged  into  earnings  con.pu  tat  ions,   a' omen  of  the  "Sandwich 
Generation",  those  who  are  raising  children  and  ayT  the  same  time 
caring  for  older  relatives  or  frail  spouses,  have  a  heavy  double 
burden.  72;S  of  the  unpaid  caregivers  in  the  United  States  are  women 
who  risk  not  only  their  own  health,  but  .their  future  finacial  stability. 

Wen  generally  work  outside  the  home  for  35  years,  women  do  not.  Even 
by  the  year  2030,  O'.vL  estimates  that  fewer  than  U  of  10  women  will  have 
worked  for  wages  for  35  years.  The  remaining  6  of  10  women  will 
continue  to  average  zero  years  into  their  earnings  records  under 
current  policies.. 
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by  Jayne  Kascn  Brumbaugh 


A  life-time  homemaker  has  no  protection  in  her  own  right, 
including  disability  coverage,  but  will  receive  a  spousal 
benefit  equal  to  half  that  of  her  husband.  A  homemaker  who 
is  divorced  after  10  years  of  marriage  maintains  the  right  to 
that  half  benefit,  which  averaged  $29^  in  1 989.. fax  too 
little  to  survive  on. 

A  widow,  including  the  divorcee,  receives  100^  of  her  deceased 
spouses  benefit,  but  she  may  not  collect  until  she  reaches  age  60 
unless  she  supports  an  eligible  child.  If  she  does  elect  to  draw 
benefits  at  60,  the  benefits  are  reduced  to  about  70?5  of  those  she 
would  receive  at  age  65.  However,  the  average  age  of  widowhood  in 
the  United  States  is  56  years  of  age.  So  the  "widow's  gap"  is  a 
significant  disadvantage  for  many  women.  The  older  she  bcomes,  the 
more  likely  she  is  to  live  alone  and  to  sink  into  poverty.  The 
golden  yean  s  become  the  "beholden  years". 

Anyone  who  draws  benefits  early,  currently  before  65,  reduces  those 
benefits  considerably.  Yet  becauseof  low  wages,  job  choices,  various 
medical  and  social  factors,  fl  %  of  retired  women  workers  draw  benefits 
early.  Q2%  of  eligible  spouses  do  so,  to  their  future  disadvantage. 
Disabled  women  and  women  of  color  face  the  same  issues  with  even 
more  dire  fiscal  consequences.  When  she  qualifies  for  Medicare,  the 
older  woman,  with  a  proven  tendency  toward  chronic  rather  than  acute 
hospital -based  illness,  finds  that  her  lowered  SS  benefit  must  also 
cover  the  ap-nroximate  70/S  of  her  health  care  costs  not  addressed 
by  Medicare. 

Are  there  any  feasible  solutions,  .how  do  we  save  fcr  a  rainy  day 
when  it'sypouring  ?? 

In  the  spring,  1990,  OWL  President  Lou  Glasse  outlined  several 
possibilities  for  a  Select  Congressional  Committee  in  Washington,  D.C. 

1)  Earnings  Sharing  is  a  concept  that  treats  a  marriage  as  an  econonic 
partnership,  allocating  earned  income  to  each  partner  equally,  i.e.., 
a  one -earner  annual  wage  of  $30 » 000  would  be  credited  as  $15,000  to 
each  partner.  If  one  partner  earned  $20,000  and  the  other  $10,000, 
again,  each  would  be  credited  with  half  the  total  or  £15,000  for 
computation  purposes.  Zero  years  spent  working  in  the  home  to  the 
benefit  of  the  marital  partnership  would  no  longer  penalize  the  home- 
rnaker  under  such  a  system. 

2)  Private  pension  laws  heavily  difavor  women's  working  patterns,  with 
fewer  than  2$%  of  working  women  receiving  pension  income.  Indeed, 
fewer  than  5Q£  of  working  men  qualify,  as  well.  1987  figures  cite  the 
same  discrepancies  in  amounts,  with  $7,907  the  average  figure  for  men 
who  qualify,  $4,723  for  women.  Lack  of  portability,  low  wages,  and 
family  responsibilities  again  are  the  disadvantaging- factors  for  women. 
Pension    integration,  whereby  a  prospective  pension  is  reduced  by  some 
portion  cf  one's  SS  benefit,  more  commonly  occurs  for  women  workers.  A 
new  law  has  begun  to  limit  this  encroachment,  but  not  strongly  enough. 
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by  Jayne  Mason  Brumbaugh 


3)  IRA.  regulations  should  be  reformed  to  encourage  participation 
by  those  women  who  are,  now  penalized  even  though  they  may  have  no 
pension  in  their  own  right. 

To  conclude,  thinking  women  are  aware  of  the  need  for  three  legs 
to  the  retirement  stool. .Social  Security,  pensions,  and  savings. 
But  until  these  underlying  factors  which  impoverish  many  women 
are  corrected,  many  will  continue  to  face  their  later  years  with 
little  hope  of  either  financial  equity  or  dignity. 
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•  Almost  two- thirds  of  all  older  women  are 
either  widowed,  divorced  or  single. 

•  Four  times  more  widows  live  in  poverty  than 
wives,  even  if  they  had  a  comfortable  income 
before  the  death  of  the  husband. 

To  get  a  good  Social  Security  income  and  a  good  pension,  a 
worker  needs  to  have  a  high-paying  steady  job;  a  man  is  far  more 
likely  to  have  such  a  situation.  Women    who  have  child  care  and 
homemaking  duties,   and  those  taking  care  of  disabled  or  ill 
relatives,   if  they  are  in  the  workforce,  usually  work  at  low- 
paying  jobs,   often  part-time.  And,   even  if  a  woman  has  a  so-called 
good  job,  she  is  likely  to  be  paid  far  less  than  a  man  doing 
comparable  work.  An  aging  population  can  only  lead  to  the 
increase  of  the  problem  of  caregiving  each  year,  as  the  family 
tries  to  cope  with  the  severely  ill  or  disabled. 

Up  to  seven  million  are  unpaid  caregivers  to  the  elderly 
and  80  percent  of  these  caregivers  will  be  on  duty  seven  days 
a  week.   Caregiving  takes  a  heavy  toll  of  the  caregivers.  Only 
friends  and  charitable  organizations  have  provided  respite  care. 
The  failure  of  Medicare  to  provide  sufficient  in-home  care, 
and  of  Social  Security  to  adequately  protect  family  caregivers 
are  major  contributors  to  the  impoverishment  of  women. 

The  President  of  the  National  Older  Women's  League,   Lou  Glasse, 
testified  before  your  Advisory  Council  September  10,    1990.  She 
made  some  specific  recommendations  for  correcting  these  problems. 
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Distinguished  members  of  the  Social  Security  Advisory  Council 

Older  Women's  League,   San  Diego  County  Chapter,  commends  the 
Advisory  Council  and  Secretary  of  the  U.S.  Department  of  Health 
and  Human  Services,  Dr.  Louis  Sullivan,   for  holding  this  series  of 
public  hearings.  We  are  glad  of  the  opportunity  to  address  you  and 
the  public  on  the  particular  problems  of  midlife  and  older  women. 
Since  the  National  Older  Women's  League  was  formed  ten  years  ago, 
our  agenda  has  centered  on  Social  Security,   pensions,  Medicare, 
and  health  care  in  general. 

Although  Social  Security  is  our  country's  most  important  retire- 
ment system,   it  does  not  affect  every  group  or  individual  with 
equal  fairness.  While  Social  Security  has  tried  to  adjust  to 
major  changes  in  our  family  structure,   it  treats  women  differently 
from  men.  Fifty-five  years  ago,  the  family  consisted  of  a  male 
breadwinner,  a  female  homemaker,  and  children.  Today,   less  than 
10  percent  of  families  fit  this  mold.   In  addition,  more  women  are 
divorced  and  many  more  are  now  in  the  workforce.     Still,  Social 
Security  benefits  are  based  on  a  55-year-old  model. 

Why  do  women  make  up  three-quarters  of  the  elderly  poor? 

•  The  average  monthly  Social  Security  retirement 
benefit  for  women  in  1989  was  roughly  three-quarters 
that  paid  to  men  -  $488,   compared  to  $639. 

•  AA  percent  of  women  are  poor  or  near  the  poverty 
level . 

•  Of  the  elderly  who  live  alone,   43  percent  of 
nonwhite  and  35  percent  of  Hispanic  women  are 
poor . 


We  hope  you  will  work  with  the  Older  Women's  League  and 
we  pledge  our  help  to  strengthen  the  Social  Security  program. 
Thank  you  again  for  this  opportunity  to  speak. 
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Social  Security's  Roll  In  The  Povertization  of  The  American  Woman 

I  am  now  62.     I  grew  up  with  the  belief  that  someday  I 
would  retire  on  Social  Security.     I  grew  up  with  that 
belief,  because  my  parents  grew  up  with  that  belief.  My 
parents  grew  up  with  that  belief,  because  that  is  what  the 
government  told  them.     Social  Security  would  be  their 
retirement.     Work  Hard,  pay  into  social  security,  and  retire 
securely  at  65! 

Many  years  later,  when  I  reached  middle  age,  new  lyrics 
were  written  to  the  that  old  tune.     Now  we  were  told  that 
social  security  was  never  meant  to  provide  retirement  for 
anyone,  but  only  augment  one's  retirement.     A  little  late 
for  those  who  had  already  retired  into  poverty,  and  for 
those  who  were  already  on  the  greased  skids  to  poverty  there 
was  no  way  to  get  off,  until  they  too  careened  into  the 
parking  lot  of  rusted  expectations  and  derelict  dreams. 

Women  are  disproportionately  represented  in  this  vast 
junk  yard  of  broken  trust  for  several  reasons. 

1.)     Women  earn  less  money  over  their  working  life 
times  than  do  men!     Not  that  their  contribution  to  society 
is  less  than  a  man's.     Not  that  they  do  not  work  just  as 
hard  as  a  man.     Not  even  that  they  do  not  do  exactly  the 
same  jobs  as  men  do.     They  just  get  paid  less!  Therefore 
their  social  security  benefits  are  less.     Therefore  they 


will  live  on  a  lower  economic  level  at  retirement  than  will 
a  man  who  has  worked  the  same  number  of  years. 

2.)     For  the  women  of  my  generation  and  the  preceding 
generations  who  were  expected  to  be  homemakers,  who  were 
considered  not  quite  acceptable  if  they  did  not  devote  their 
major  energies  to  raising  children,  keeping  house,  and 
caring  for  their  husbands,  social  security  was  not  even  a 
consideration.     The  husband  would  provide.     This  social 
training  set  women  up  for  a  very  rapid  and  unexpected  plunge 
into  poverty.     The  standard  of  living  for  a  woman  and  her 
children,  who  are  victims  of  divorce,   decreases  by  73%.  A 
man's  standard  of  living  increases  by  43%  at  the  same  time. 

We  have  all  read  the  national  statistics  on  poverty  that 
show  the  tremendous  number  of  female  headed  households  that 
have  been  forced  into  poverty.     Perhaps  no  time  in  our  history, 
with  the  exception  of  the  great  depression,  have  so  many  people 
become  so  poor  so  fast.     Unfortunately,   these  so  many  people 
are  women  and  their  children.     Thus  the  phrase,    "The  Feminization 
of  Poverty."     Now  these  women  must  work  to  support  themselves 
and  their  children.     If  they  are  coming  from  long  term 
marriages,   they  may  or  may  not  have  marketable  skills.  They 
may  go  on  welfare  and  live  in  poverty,   they  may  eke  out  an 
existence  at  some  job  or  many  jobs,  and  live  in  or  near  poverty, 
or  they  may  succeed  in  the  business  world  and  be  able  to  raise 
their  children  with  some  degree  of  dignity.     For  most,   in  the 
end,   it  will  not  make  any  difference.     If  these  women  are 
coming  from  long  term  marriages,  they  may  have  10  to  15 


years,  maybe  a  little  more  depending  on  their  age,  to  work 
after  divorce,  during  which  time  their  income  is  spent  on 
raising  and  educating  their  children.     Little  is  left  to 
provide  for  their  own  retirement.     (And  these  are  the  lucky 
ones  who  find  good  jobs,  and  may  be  making  what  is  considered 
"good  money"  for  a  woman.)     Then,  finally  comes  retirement, 
and  the  knowledge  that  they  have  earned  social  security.  Few 
people  understand  the  intricacies  of  the  computations  of  social 
security  benefits.     So  the  shock,  the  bitterness,   the  betrayal 
that  women  feel  when  they  find  out  that  all  the  years  of  being 
an  unpaid  homemaker  are  averaged  into  their  working  years  as 
zeros ,  plunging  them  once  again  into  poverty,   is  understandable. 

The  children  of  divorce  face  an  even  bleaker  future. 
The  National  Commission  on  Children  reports  that  more  than  1 
in  5  U.S.  children  live  in  poverty,  putting  them  at  risk  for 
poor  health,  school  failure,  teen  age  pregnancy,  crime  and 
drug  abuse.     Nearly  25%  of  all  U.S  children  live  in  single 
parent  households.     Those  children  who  are  the  products  of 
divorce  fare  much  worse  than  the  children  whose  fathers  have 
died.     The  children  of  a  deceased  wage  earner  are  eligible 
for  social  security  benefits  while  80%  of  the  children  of 
divorce  never  receive  their  court  ordered  child  support. 

I  am  beginning  to  understand  the  how  of  computing 
social  security  benefits.     I  do  not  understand  the  why. 

In  my  job,  I  work  with  the  elderly  poor.  Approximately 
93%  are  women,  all  of  whom  are  on  social  security.     It  has 
always  amazed  me  that  they  can  exist  on  so  little,  approximately 


$4000  annually.  Of  course,  not  all  of  them  can.  Some  die  of 
malnutrition,  some  freeze  to  death  because  they  cannot  afford 
heat,  some  die  for  lacJc  of  medicines  that  they  cannot  afford, 
but  mainly  they  exist. 

Recently  I  had  my  social  security  benefits  computed, 
because  I  am  near  retirement  age.     Imagine  my  surprise,  when 
after  adding  the  20  zeros  for  my  homemaking  years,  my 
benefits  are  less  than  those  of  most  of  my  clients',  and  for 
many  years  I  have  had  a  good  job  at  a  good  salary. 

Social  Security  cannot  cure  all  the  ills  of  poverty, 
but  it  can  stop  contributing  to  them. 
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RECOMMENDATIONS 
Consider  the  following  changes  and  adjustments: 

1 .  Homemakers 

a.  Compute  only  the  paid  working  years  of  a  homeraaker 
instead  of  averaging  in  zeros  for  the  years  of  unpaid 
homemaking  services. 

b.  Or:  Credit  one  half  of  the  wage  earner's  benefits 
to  the  homemaker  partner . 

c.  Or:  Establish  separate  credits,   independent  of  the 
spouse,   for  the  Homemaking  Profession. 

2.  Children 

a.     Establish  the  same  benefits  for  the  children  of 
divorce,  who  do  not  receive  their  court  ordered  child  support 
from  an  absent  parent,  as  the  children  of  a  deceased  wage 
earner  receive.     These  social  security  payments  would  then 
be  deducted  from  the  errant  parent's  benefits  when  he/she 
becomes  eligible  to  draw  social  security.     I  believe  a 
by-product  of  this  arrangement  would  be  that  many  a 
neglectful  parent  would  suddenly  take  financial 
responsibility  for  their  children. 

3 .  Working  Women 

a.  Since  a  working  woman  will  be  paid  33%  less  than  a 
working  man  over  a  life  time,  create  a  formula  that  computes 
the  working  womans 1   benefits  at  33%  higher  than  those  of  a 
man.     She  still  will  not  attain  equality,  because  her  job 
related  benefits  will  still  be  lower,  but  it  will  help  in 
her  struggle  against  poverty. 


PERHAPS  THE  BEST  SOLUTION  WOULD  BE  TO  END  SOCIAL  SECURITY 
BENEFITS ,  REFUND  MONIES  PAID  INTO  THE  SYSTEM  TO  EACH  PERSON 
WHO  CONTRIBUTED.  FROM  THIS  POINT  ON  HAVE  THE  PEOPLE  SET-UP" 
THEIR  OWN  PROGRAM  FOR  THEIR  FUTURE. 

START  A  COMPLETELY  NEW  PROGRAM  COMBINING  HEALTHCARE ,  LONG  TERM 
CARE,  FOOD  AND  HOUSING. 


I  hope  our  government  will  come  to  the  conclusion  that  they 
need  to  help  people  at  home  before  helping  those  in  need  in 
other  nations.  I  hope  they  will  devise  a  program  to  provide 
adequate  food,  housing,  and  health  care  to  take  care  of  the 
elderly,  poor  and  homeless  in  our  country.  I  hope  a  ceiling 
is  placed  on  all  health  insurance  companies,  hospitals, 
doctors  and  other  medical  suppliers  and  pharmaceutical 
industries . 


Mr.  Chairman  and  Members  of  the  Council, 


Thank  you  for  coming  to  San  Diego  and  for  this  opportunity  to 
speak  to  you. 

My  area  of  concern  is  the  government  pension  offset.  In  my 
view,  it  does  not  meet  the  intent  to  provide  similar  treatment  with 
respect  to  the  payment  of  the  social  security  spouse  or  surviving 
spouse'  benefit.  I  became  awars  of  the  inequity  last  summer  when 
my  husband  of  almost  40  years  experienced  a  major  medical  event, 
which  I'm  happy  to  say,  turned  cut  well.  I  am  reminded  of  it  again 
as  I  reach  my  62nd  birthday  this  month. 

Briefly,  not  counting  earlier  contributions  my  husband  has 
paid  into  the  fund  since  the  military  was  included  in  1957.  He 
retired  from  the  Navy  in  1965  and  was  gainfully  employed  at  several 
jobs  unr.il  his  66th  birthday  in  1990.  he  elected  to  contribute  to 
SBP  (Survivor* s  Benefit  Plan)  20  years  ago  and  continues  to  have 
$60  deducted  monthly  from  his  military  retainer.  The  Social 
Security  and  the  SBP  were  a  part  of  cur  family  retirement,  or 
survivor  plan. 

However,  as  I  chose  to  make  my  own  commitment  to  our  future 
and  the  education  of  our  3  children,  I  unknowingly  eliminated 
myself  from  the  thrust  of  these  benefits.  After  eight  Navy 
relocations  I  returned  to  elementary  teaching  in  California  public 
schools.  I  retired  after  20  years  at  age  57  in  19S6.  Cur  state 
does  net participate  in  Social  Security  for  certificated  personnel, 
only  classified.  My  STRS  allowance  offers  a  2%  annual  increase, 
not  compounded,   in  my  case  this  year,  a  $19  a  month  increase. 

In  the  event  of  my  death,  my  husband  would  continue  to  receive 
Social  Security,  the  military  retainer,  and  if  I  had  chosen  to  pay 
for  a  STRS  spousal  benefit,  without  any  offset.  In  the  event  of 
his  death,  I  would  continue  to  receive  my  retirement  allowance, 
Social  Security  with  a  2/3  pension  offset  and  35%  of  his  military 
ratainer.  The  SBP  determination  of  35%  was  based  on  the  assumption 
that  widows  already  receive  Social  Security.  The  difference  in  cur 
particular  survivor  benefit  is  approximately  $1,000  a  month.  Net 
equal . 

A  woman  who  did  not  seek  paid  work,  at  age  65,  receives  50% 
of  her  husband's  payment.  Using  $1,000  as  his,  she  qualifies  for 
$500  right  now,  spouse  living.  In  the  event  of  her  death,  nothing 
changes,  in  the  event  of  his  death,  her  benefit  is  increased  from 
$300  to  $1,000  to  cover  lest  earnings.  A  thousand  is  a  thousand, 
that's  equal.  The  government  pension  offset  totally  erases  any 
payment  to  me  now  and  will  continue  to  have  a  negative  effect  in 
the  event  of  my  husband's  death. 

The  freedom  of  women  in  America  to  make  this  life  choice  is 
and  always  has  been  precious.  The  change  to  be  a  positive  force 
for  our  family  and  community  is  there  fore  all  of  us  -  in  or  cut 
of   our  homes.      I   question  why   the   choice  to  remain   out   of  the 


workforce  is  somehow  preferred  and  granted  an  eligibility  that  is 
denied  to  those  who  chose  otherwise. 

I  am  not  unique,  as  California  is  home  to  many  retired 
military  families.  Women  who  made  the  choice  I  did  in  the  60' s 
are  now  reaching  our  owrii  retirement  age  and  can  see  problems  with 
what  is  not  in  store  for  us.  If,  as  it  seems  to  be  true,  we  can 
look  to  more  years  alone,  we,  at  the  front  of  this  "retirement 
women  group",  may  have  to  look  at  working  longer  than  our  husbands. 
I've  met  a  woman  who  has  come  back  to  the  workforce  at  age  67,  due 
in  part  to  his  medical  bills  and  her  offset.  A  non-working  62  year 
old  wife  of  a  wealthy  man  is  eligible  to  receive  the  social 
security  payment.  It  is  not  a  means  of  rich-poor  issue.  It  is  one 
of  equity  or  inequity.  Women  retiring  now  are  not  the  high 
salaried  executives  we  can  expect  20  years  from  now.  For  the  most 
part,  I  think  we  are  low-ladder  state  and  federal  workers.  We  may 
have  to  change  your  statement  "Social  Security  -it  never  stops 
working"  to  "Social  Security  -  I  may  never  stop  working". 

I  urge  you  to  look  a  the  fairness  of  these  concerns.  Your 
responsibility  to  represent  those  of  us  caught  in  the  offset,  as 
well  as  the  SBP,  is  very  great  and  I'm  confident  you  will  meet  it. 


Appendix  D 
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PENSION  AND  RETIREMENT  INCOME  SIMULATION  MODEL  (PRISM): 
KEY  ASSUMPTIONS 


The  Pension  and  Retirement  Income  Simulation  Model  (PRISM)  develops  future 
estimates  of  the  income  of  the  elderly.1  The  model  simulates  incomes  after  age  64  for  a 
representative  sample  of  individuals  who  were  age  25  and  older  in  1 979.  The  sources  of 
income  for  the  elderly  modeled  in  PRISM  include:  social  security,  employer  pensions, 
Individual  Retirement  Accounts  (IRAs),  employment  earnings,  asset  income,  and  Supplemental 
Security  Income  (SSI)  program  benefits.  PRISM  simulates  income  for  this  sample  of 
individuals  based  upon:  (1)  the  characteristics  of  individuals  in  1979;  (2)  their  family  and  work 
histories  prior  to  1 979;  and  (3)  simulations  of  the  future  workforce  experience  of  these 
individuals. 

In  order  to  simulate  the  future  workforce  experience  and  incomes  after  age  64  of  these 
individuals,  the  model  requires  a  large  number  of  assumptions  concerning  the  likelihood  of 
future  events  for  each  individual,  such  as  the  likelihood  an  individual  will  continue  to  work, 
whether  he  or  she  will  become  divorced  or  married,  at  what  age  an  individual  will  accept 
social  security  or  pension  benefits,  and  whether  he  or  she  will  continue  to  work  after 
accepting  social  security  or  pension  benefits.  These  assumptions  are  divided  into  eight  major 
areas: 

•  demographic; 

labor  force  and  economic; 
pension  coverage; 

social  security  and  the  retirement  decision; 

•  employer  pension  provisions; 
Individual  Retirement  Accounts; 
housing  and  financial  assets;  and 

•  Supplemental  Security  Income  benefits. 


For  a  more  detailed  discussion  of  the  PRISM  simulation  methodology  and  assumptions 
see:  David  L.  Kennell  and  John  F.  Sheils,  "The  ICF  Pension  and  Retirement  Income  Simulation 
Model  (PRISM)  with  the  Brookings/ICF  Long-Term  Care  Financing  Model,"  ICF  Incorporated, 
Washington,  D.C.,  September  1986. 


The  key  assumptions  used  in  each  of  these  areas  are  summarized  below.  We  start  by 
briefly  summarizing  the  PRISM  modeling  system. 
A.       PRISM  MODELING  SYSTEM 

The  Pension  and  Retirement  Income  Simulation  Model  (PRISM)  simulates  the 
distribution  of  income  for  the  elderly  from  both  public  and  private  resources.  PRISM 
simulates  income  from  social  security,  private  and  public  employee  retirement  plans, 
Individual  Retirement  Accounts  (IRAs),  earnings,  assets,  and  the  Supplemental  Security 
Income  (SSI)  program  as  well  as  taxes  paid  by  the  elderly. 

The  model  simulates  the  distribution  of  income  after  age  64  among  households  of 
various  socioeconomic  groups  for  a  representative  sample  of  individuals  age  25  and  older  in 
1 979.  The  sample  of  representative  individuals  comes  from  the  ICF  Pension/Social  Security 
Database,  an  exact  match  of  the  Special  Pension  Supplement  to  the  May  1 979  Current 
Population  Survey  (CPS)  and  Social  Security  Administration  (SSA)  earnings  history  data  for 
1951  through  1977. 

PRISM  is  a  dynamic  microsimulation  model  that  uses  Monte  Carlo  simulation 
techniques  to  simulate  the  future  income  of  the  elderly.  In  Monte  Carlo  simulation,  one 
compares  a  random  number  to  the  estimated  probability  that  an  event  occurs.  For  example, 
suppose  the  annual  probability  of  death  of  an  85-year  old  disabled  woman  is  1 0  percent.  If 
the  random  number  selected  for  a  woman  with  these  characteristics  is  less  than  0.10,  then 
the  model  simulates  that  the  women  dies  in  that  year. 

For  each  individual  in  the  population  data  base,  PRISM  uses  probabilities  estimated 
primarily  from  Census  data  to  simulate  each  individual's  earnings,  periods  of  employment, 
and  family  structure  between  1 979  and  the  date  of  death.  To  ensure  that  PRISM  simulations 
of  labor  force  participation  and  earnings  are  consistent  with  the  projected  aggregate  growth 
of  the  economy,  PRISM  simulations  are  linked  to  aggregate  projections  of  the  economy. 
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These  aggregate  projections  can  be  from  the  Social  Security  Trustees,  the  U.S.  Bureau  of 
Labor  Statistics,  or  other  macroeconomic  forecasts. 

Using  the  simulated  work  histories,  the  model  calculates  the  social  security  benefits 
and  IRA  accumulations  for  each  individual,  as  well  as  SSI  benefits  and  earnings  from 
employment.  When  individuals  are  simulated  to  enter  a  pension  covered  job,  the  model 
assigns  them  to  an  actual  pension  plan  sponsor  selected  from  a  representative  sample  of 
private  and  public  retirement  plan  sponsors  (the  ICF  Retirement  Plan  Provisions  Data  Base). 
When  an  individual  meets  the  plan's  eligibility  standards,  PRISM  then  calculates  his  or  her 
benefit  using  the  plan's  actual  benefit  provisions.  The  model  also  estimates  the  amount  of 
individuals'  assets  after  age  64  based  upon  the  distribution  of  assets  reported  in  the  1 984 
Panel  of  the  Survey  of  Income  and  Program  Participation  (SIPP).  Separate  amounts  are 
estimated  for  financial  assets  and  home  equity. 
B.       DEMOGRAPHIC  ASSUMPTIONS 

PRISM  simulates  mortality,  disability,  child  bearing,  and  changes  in  marital  status. 

During  each  simulation  year,  individuals  are  simulated  to  die,  become  disabled,  recover  from 

disability,  bear  children,  and  become  married  or  divorced.  The  model  uses  a  variety  of 

assumptions  to  simulate  these  events.  In  the  current  version  of  the  model,  most  of  the 

demographic  assumptions  are  based  upon  the  Alternative  II  assumptions  used  in  the  1 991 

report  of  the  Trustees  of  the  Old  Age  and  Survivors  Insurance  and  Disability  Insurance  Trust 

Funds  ("1991  Trustee's  Report").  The  major  assumptions  are  discussed  below. 

Mortality  -  PRISM  uses  Alternative  II  mortality  assumptions  in  the  1 991 
Trustee's  Report.  Mortality  rates  vary  by  age,  sex,  disability  status,  and  years 
since  becoming  disabled.  Mortality  rates  vary  during  each  simulation  year  to 
reflect  projected  improvements  in  mortality  made  by  the  Social  Security 
Actuary.  Mortality  adjustments  are  made  for  persons  65  and  over  to  reflect 
differences  in  mortality  between  institutionalized  and  noninstitutionalized, 
disabled  and  nondisabied  persons. 
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Disabilitv  -  For  persons  under  65,  PRISM  uses  the  rates  of  disability  in  the 
1 991  Trustee's  Report.  These  rates  vary  by  age  and  sex  and  are  assumed  to 
remain  unchanged  over  time.  Disability  rates  for  persons  age  65  and  over  are 
based  on  data  from  the  1982-84  National  Long  Term  Care  Survey  (NLTCS). 

Recovery  from  Disability  -  For  persons  under  65,  PRISM  uses  rates  of  disability 
recovery  developed  by  the  Social  Security  Actuary.  These  rates  vary  by  age, 
sex,  and  years  since  becoming  disabled.  Transitions  and  recovery  from 
disability  for  the  elderly  are  also  based  on  the  1 982-84  NLTCS. 

•  Child  Bearing  -  Fertility  rates  in  the  model  are  based  upon  an  analysis  of 
Census  Bureau  data  on  women  who  gave  birth  to  children  during  the 

1 976-1 980  period.  These  fertility  rates  vary  by  age,  marital  status,  employment 
status,  and  number  of  children.  In  the  model,  these  rates  were  constrained  to 
match  the  Alternative  II  assumptions  of  fertility  in  the  1991  Trustee's  Report. 

•  Marital  Status  -  All  probabilities  concerning  marriage  and  divorce  are  obtained 
from  Monthly  Vital  Statistics  data  developed  by  the  National  Center  for  Health 
Statistics.  The  aggregate  rates  match  the  Alternative  II  projections  in  the  1 991 
Trustee's  Report.  Divorce  rates  vary  by  the  age  of  husband  and  wife. 
Marriage  rates  vary  by  age,  sex  and  marital  status,  (i.e.,  never  married, 
divorced,  or  widowed)  of  the  individual.  In  the  model,  individuals  selected  to 
become  married  are  joined  with  a  member  of  the  opposite  sex  based  upon 
data  on  the  distribution  of  newly  married  individuals  by  age  and  education  of 
husband  and  wife  reported  in  Vital  Statistics  data.  The  marriage  and  divorce 
rates  are  assumed  to  remain  constant  in  the  future. 

C.       LABOR  FORCE  AND  ECONOMIC  ASSUMPTIONS 

PRISM  simulates  each  individual's  employment  history  from  1979  (the  date  of  the  May 
1 979  CPS  survey)  through  2020.  During  each  simulation  year,  the  model  simulates  wage 
rates,  hours  worked,  job  change  and  industry  of  employment.  The  simulations  are 
constrained  to  match  September  1989  Bureau  of  Labor  Statistics  (BLS)  projections  of 
employment  and  industry  composition,  and  the  Alternative  II  assumptions  from  the  1 991 
Trustee's  Report  of  average  wage  rates  in  future  years.  The  major  assumptions  are  as 
follows: 

•  Employment  Levels  Over  Time  -  PRISM  simulates  aggregate  levels  of 
employment  consistent  with  BLS  forecasts  of  labor  force  participation  rates  for 
1989-2000  (see  Table  1).  Labor  force  participation  rates  after  2000  are 
assumed  to  remain  constant  for  each  age/sex  group.  These  forecasts  include: 
1)  trends  in  employment  for  men  and  women  of  various  age  groups;  2) 
projections  of  economic  growth;  and  3)  trends  in  the  age  of  retirement. 
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Unemployment  rates  from  the  1991  Trustee's  Report  for  the  years  1991-2020 
are  used  (see  Table  2).  Actual  participation  rates  and  unemployment  rates  for 
1979  through  1990  are  used. 

Employment  by  Socio-Economic  Group  -  Given  the  levels  of  labor  force 
participation  for  different  age/sex  groups,  the  model  simulates  the  number  of 
hours  each  individual  will  work  during  each  simulation  year  based  upon  an 
analysis  of  Bureau  of  the  Census  data  on  employment  patterns  during  the 
1976-80  period.  For  each  individual,  the  decision  to  work,  and  the  number  of 
hours  worked  in  a  year  varies  by  age,  sex,  hours  worked  in  each  of  the  three 
previous  years,  marital  status,  presence  of  children  at  various  ages,  pension 
receipt  status,  and  social  security  benefit  receipt  status. 

Inflation  -  Consumer  prices  are  assumed  to  increase  at  the  rate  specified 
under  the  Alternative  II  assumptions  in  the  1 991  Trustee's  Report.  These  price 
change  assumptions  are  shown  in  Table  3. 

Interest  Rates  -  Assets  in  all  defined  contribution  plans  and  Individual 
Retirement  Accounts  (IRAs)  are  assumed  to  earn  interest  at  an  average  annual 
rate  1 .5  times  the  CPI,  which  yields  a  long  run  rate  of  6.3  percent,  consistent 
with  the  Social  Security  Alternative  II  assumptions. 

Wage  Growth  -  Aggregate  changes  in  wage  levels  are  assumed  to  increase  at 
the  rate  assumed  in  the  Alternative  II  assumptions  of  the  1 991  Trustee's  Report 
(see  Table  4).  In  general,  average  wages  are  assumed  to  grow  by  1 .1-1 .5 
percentage  points  in  excess  of  the  inflation  rate  in  each  year  after  1 990  with  an 
ultimate  real  wage  growth  rate  of  1.1.  Actual  wage  growth  rates  are  used 
during  the  1 979-90  period.  Given  these  aggregate  rates,  the  hourly  wage  rates 
for  each  individual  in  the  model  are  adjusted  during  each  year  based  upon  an 
analysis  of  Census  Bureau  data  on  patterns  of  wage  growth.  Rates  of  wage 
growth  vary  by  age,  sex,  and  whether  or  not  the  individual  changed  jobs  during 
the  year. 

Job  Change  -  The  probability  that  an  individual  will  change  jobs  is  based  upon 
an  ICF  analysis  of  Census  Bureau  data  concerning  job  change  patterns  during 
1979.  Job  change  is  modeled  as  a  function  of  the  age,  part-time/full-time 
status  and  job  tenure  of  each  worker.  These  probabilities  are  assumed  to 
remain  constant  over  time. 

Maternity  Job  Terminations  -  Women  who  have  children  often  leave  the  labor 
force.  In  some  instances,  these  women  may  re-enter  the  labor  force  and 
resume  working  for  the  same  employers  they  had  prior  to  having  the  child.  In 
PRISM,  we  assume  that  a  woman  who  has  a  child  and  leaves  her  job  in  the 
same  year  will  become  reemployed  on  the  same  job  if:  1 )  the  woman  re-enters 
the  labor  force  within  five  years  of  having  the  child;  and  2)  the  woman  became 
employed  in  the  same  industry  she  was  in  prior  to  having  the  child. 
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TABLE2 
UNEMPLOYMENT  ASSUMPTIONS 


Year 

Average  Annual 

Unemployment  Rate 

1979 

5.8% 

1980 

7.2 

1981 

7.6 

1982 

9.7 

1983 

9.6 

1984 

7.5 

1985 

7.2 

1986 

7.0 

1987 

6.2 

1988 

5.5 

1989 

5.3 

1990 

5.5 

1991 

6.6 

1992 

6.3 

1993 

6.0 

1994 

5.9 

1995 

5.8 

1996-1999 

5.8 

2000-2004 

5.7 

2005  and  later 

6.0 

SOURCE:  Alternative  II  assumptions  from  the  1 991  Annual  Report  of  the  Board  of 
Trustees  of  the  Federal  Old  Age  and  Survivors  Insurance  and  Disability 
Insurance  Trust  Funds,  April  1 991 . 
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TABLE3 

CONSUMER  PRICE  INDEX  ASSUMPTIONS  USED  IN  FORECASTS 


Calendar  Year 

Annua!  Changs  in 

WOrHllBTwr  rfrt-B  KIUCX 

1979 

11.4 

1980 

13.4 

1981 

10.3 

1982 

6.0 

1983 

3.0 

1984 

3.5 

1985 

3.5 

1986 

1.6 

1987 

3.6 

1988 

4.0 

1989 

4.8 

1990 

5.3 

1991 

" 

1992 

4.0 

1993 

4.0 

1994 

4.0 

1 995  and  later 

4.0 

SOURCE: 


Alternative  II  assumptions  from  the  1991  Annual  Report  of  the  Board  of 
Trustees  of  the  Federal  Old-Age  and  Survivors  Insurance  and  Disability 


Insurance  Trust  Funds.  Washington,  D.C.:  Social  Security  Administration,  April 
1991. 
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TA8LE4 

ASSUMED  REAL  EARNINGS  DIFFERENTIALS 


V**r 
ivor 

flWI  CBIIBIUO 

Differential* 

1979 

-1 .6% 

1980 

-4.4 

HJ.D 

1982 

U.O 

i  yoo 

d.\J 

1984 

3.7 

1985 

0.8 

1986 

2.7 

1 .1 

1989 

-1.3 

1990 

-0.4 

1991 

-1.2 

1992 

1.5 

1993 

1.5 

1994 

1.3 

1995 

1.5 

1996 

1.4 

1997 

1.4 

1998 

1.3 

1999-2004 

1.3 

2005  and  later 

1.1 

The  real  earnings  differential  is  the  difference  between  wage  growth  and  the  change  in 
the  CPI. 


SOURCE:      Alternative  II  assumptions  from  the  1 991  Annual  Report  of  the  Board  of 
Trustees  of  the  Federal  Old  Age  and  Survivors  Insurance  and  Disability 


Insurance  Trust  Funds.  April  1 991 . 
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•  Industry  Changes  -  PRISM  assigns  individuals  to  an  industry  of  employment 
when  they  change  jobs  or  enter  the  labor  force.  The  industry  assigned  to 
these  individuals  varies  with  age,  full  time/part  time  status,  and  industry  of  prior 
job.  As  shown  in  Table  5,  the  model  assumes  that  over  time,  a  higher 
proportion  of  workers  are  employed  in  the  services  industries  and  a  lower 
proportion  of  workers  are  employed  in  the  manufacturing  industry.  These 
industry  composition  estimates  are  based  upon  November  1 989  BLS 
projections  for  the  1989-2000  period.  After  2000,  industry  composition  is 
assumed  to  remain  constant. 

D.       PENSION  COVERAGE  ASSUMPTIONS 

For  each  job  individuals  have  during  the  simulation,  PRISM  determines  whether  they 
are  covered  by  a  retirement  plan  and  assigns  covered  workers  to  actual  pension  plan 
sponsors  in  the  ICF  Retirement  Plan  Provisions  Data  Base.  Coverage  rates  are  assumed  to 
remain  constant  after  1 988.  The  key  assumptions  are  presented  below. 

•  Pension  Availability  -  As  workers  change  jobs  or  enter  the  labor  force  during 
the  simulation,  retirement  plan  availability  is  simulated  using  availability  rates 
reported  for  job  changers  and  labor  force  entrants  in  the  May  1979  CPS.  The 
model  is  further  constrained  to  replicate  availability  rates  reported  in  the  May 

1 988  CPS  pension  supplement  taking  into  account  adjustments  for  excluded 
categories  of  workers.  These  availability  rates  vary  by  the  individual's  industry 
of  employment,  full-time/part-time  worker  status,  age,  and  real  wage  rate.  The 
availability  rates  assumed  for  1 979,  1 983,  and  1 988  are  presented  in  Table  6.2 

Impact  of  1 986  Tax  Reform  Act  (TRA)  on  Pension  Coverage  -  Internal  Revenue 
Service's  (IRS)  pension  plan  nondiscrimination  rules  that  became  effective  in 

1 989  stipulate  that,  in  general,  no  more  than  30  percent  of  a  plan  sponsor's 
employees  can  be  excluded.  Previously,  employers  could  legally  exclude  up  to 
44  percent  of  their  employees  from  the  plan.   The  impact  of  this  provision 


Note  that  rates  described  here  are  for  the  percent  of  workers  whose  employer  offers  a 
pension  plan  from  which  they  may  receive  benefits.  Plan  rules  that  limit  availability  of  pension 
coverage  for  employee  characteristics  such  as  part-time  status,  age,  and  service  are  applied 
after  a  plan  is  assigned  to  a  worker.  As  a  consequence,  the  numbers  shown  in  Table  6  differ 
from  traditional  estimates  of  pension  coverage. 

3  The  Tax  Reform  Act  required  that  plans  satisfy  at  least  one  of  the  following 
requirements:  (1)  the  plan  benefits  at  least  70  percent  of  all  non-highly  compensated 
employees;  (2)  the  plan  benefits  a  percentage  of  non-highly  compensated  employees  which 
is  at  least  70  percent  of  the  percentage  of  highly  compensated  employees  benefiting  under 
the  plan;  or  (3)  the  average  benefit  percentage  for  non-highly  compensated  employees  is  at 
least  70  percent  of  the  average  benefit  percentage  for  highly  compensated  employees. 
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TABLE  5 

PERCENT  DISTRIBUTION  OF  WORKERS  BY  INDUSTRY  OF 
EMPLOYMENT  ASSUMED  IN  PRISM  FOR  SELECTED  YEARS 


Industry 

Mining 

1980 

0.89% 

1982 

0.95% 

1984 

1.30% 

1988 

0.61% 

2000  and 
After 

0.52% 

Construction 

4.53 

4.20 

4.44 

5.19 

5.17 

Manufacturing 

20.78 

19.08 

18.73 

18.51 

15.81 

Transportation 

5.02 

5.03 

5.32 

5.36 

5.12 

Trade 

18.71 

19.24 

19.28 

18.72 

19.28 

Finance 

5.09 

5.32 

5.38 

6.37 

6.42 

Service 

17.55 

18.50 

18.50 

20.75 

24.32 

State  &  Local 

12.96 

12.96 

12.61 

12.32 

11.70 

Federal 

3.28 

3.28 

3.26 

2.93 

2.78 

Self  Employed 

9.55 

9.85 

9.63 

7.56 

7.48 

Agriculture 

1.64 

1.65 

1.55 

1.68 

1.40 

Total 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

SOURCE: 


Lewin/ICF  estimates  based  upon  Valerie  Personick,  "Industry  Output  and 
Employment:  A  Slower  Trend  for  the  Nineties,"  Bureau  of  Labor  Statistics' 
Monthly  Labor  Review.  November,  1989. 
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TABLE  6 

PENSION  AVAILABILITY  ASSUMPTIONS 


Pi 

ft  wtUI  1  MVBitBUtlliy  IT 

ate  I 

Industry 

Federal  Government 

1979 

.91 

1983 

.91 

r  

1988 

.94 

State  &  Local  Government 

.86 

.81 

.90 

Mining 

.79 

.72 

.71 

Manufacturing 

.75 

.69 

.74 

Transportation 

.72 

.72 

.70 

Finance 

.66 

.66 

.73 

Construction 

.42 

.40 

.39 

Trade 

.41 

.44 

.46 

Services 

.41 

.45 

.51 

Agriculture 

.18 

.21 

.23 

Self  Employed 

.14 

.14 

21  I 

SOURCE:       Note  that  availability  rates  are  not  equal  to  coverage  rates  (see  text). 

Availability  rates  for  1 979  were  derived  from  an  ICF  analysis  of  the  May  1 979 
Current  Population  Survey.  Availability  rates  for  1 983  are  based  on  an  ICF 
analysis  of  the  May  1983  EBRI/HHS  CPS  Pension  Supplement.  Availability 
rates  for  1 988  are  based  on  Lewin/ICF  analysis  of  the  May  1 988  CPS  Pension 
Supplement. 


- 13- 


was  modeled  by  estimating  the  number  of  persons  in  each  industry  who  were 
not  participating  in  a  pension  plan  even  though:  (1)  their  employers  sponsor  a 
pension  plan;  and  (2)  they  appear  to  meet  the  most  restrictive  age  and  service 
criteria  allowed  under  ERISA  (i.e.,  age  25  with  at  least  1 ,000  hours  worked  over 
a  period  of  one  year).  In  the  model,  the  coverage  rates  for  each  industry  are 
increased  starting  in  1 989  so  that  no  more  than  30  percent  of  these  individuals 
are  not  participating  in  their  employer's  plan.  All  employers  are  assumed  to 
absorb  the  costs  of  compliance  with  TRA's  nondiscrimination  rules. 

Plan  Assignment  -  Individuals  are  assigned  to  plan  sponsors  in  the  ICF 
Retirement  Plan  Provisions  Data  Base  in  proportion  to  the  number  of 
individuals  actually  covered  by  that  plan  sponsor.  PRISM  assigns  individuals  to 
plans  of  similar  industry,  firm  size,  social  security  coverage  status,  union 
coverage  status,  multi/single  employer  plan  status,  and  hourly/salary  worker 
status.  In  addition,  individuals  are  assigned  only  to  plans  which  are  consistent 
with  the  characteristics  of  the  plan  the  individual  reported  he  or  she  was 
covered  by  in  the  May  1 979  CPS.  To  do  this,  the  model  takes  into  account  the 
individual's  reported  participation  and  vesting  status  as  well  as  plan 
contribution  requirements  and  participation  in  a  supplemental  plan. 


E.       SOCIAL  SECURITY  AND  THE  RETIREMENT  DECISION 


The  model  simulates  the  acceptance  of  early,  normal  and  late  retirement  benefits  from 
both  pension  plans  and  social  security.  Current  social  security  legislation  provisions 
(including  the  1 983  amendments  which  increased  the  age  at  which  unreduced  benefits  will  be 
available)  are  assumed  to  be  in  place  throughout  the  simulation.  The  important  assumptions 


in  the  retirement  decision  are  summarized  below. 


Social  Security  Benefit  Acceptance  -  PRISM  simulates  the  age  at  which 
individuals  start  to  receive  social  security  benefits.  These  benefit  acceptance 
rates  vary  by  the  age  and  sex  of  the  individual.  The  rates  were  derived  from 
social  security  benefit  receipt  data  by  age  and  sex  during  1 980.  PRISM  also 
assumes  that  eligible  individuals  age  62  or  over  will  automatically  accept 
benefits  if  they  are  disabled  or  unemployed  or  receiving  an  employer  pension. 
These  assumptions  lead  to  an  increase  in  social  security  early  retirement 
because  the  number  of  individuals  receiving  pensions  will  increase  over  time  in 
the  simujations. 

Social  Security  Survivors  Benefits  -  Individuals  are  simulated  to  accept  social 
security  survivors  benefits  in  the  first  year  they  are  eligible. 

Employer  Pension  Benefit  Acceptance  -  PRISM  determines  when  an  individual 
is  eligible  to  accept  employer  pension  benefits  and  then  simulates  the  decision 
to  accept  the  benefit.  Benefit  acceptance  rates  were  developed  by  ICF  based 
upon  an  analysis  of  Census  Bureau  data  on  pension  benefit  recipients. 
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Impact  of  Eliminating  Age  70  Mandatory  Retirement  -  Prior  to  1 987,  employers 
could  legally  require  workers  to  retire  when  they  reached  age  70.  Legislation 
passed  in  1986  made  such  regulations  illegal  for  most  employers.  All  plans  in 
the  ICF  Retirement  Plan  Data  Base  were  modified  to  eliminate  mandatory 
retirement  beginning  in  1987.  The  BLS  labor  force  participation  projections 
take  into  account  the  expected  impact  of  the  elimination  of  mandatory 
retirement. 

•        Acceptance  of  Deferred  Vested  Benefits  -  Individuals  who  are  vested  and  leave 
their  job  prior  to  their  eligibility  for  early  or  normal  retirement  receive  a  deferred 
vested  benefit.  These  benefits  are  assumed  to  go  into  pay  status  when  the 
individual  reaches  the  plan's  normal  retirement  age. 

F.       EMPLOYER  PENSION  PLAN  ASSUMPTIONS 

PRISM  simulates  the  size  of  the  benefit  individuals  will  receive  from  each  pension  plan 

in  which  they  earn  a  benefit  during  the  simulation.  PRISM  uses  the  actual  provisions  of  the 

plan  to  which  the  individual  was  assigned  to  determine  each  individual's  eligibility  and  benefit 

amount.  In  general,  pension  plan  provisions  are  assumed  to  remain  unchanged  over  time 

except  in  instances  where  plan  rules  must  be  changed  to  be  in  compliance  with  the 

Retirement  Equity  Act  of  1984  (REA)  and/or  the  Tax  Reform  Act  of  1986.  The  following 

assumptions  are  used: 

Benefit  Formulas  -  The  benefit  formulas  in  defined  benefit  plans  are  indexed  to 
changes  in  wages  for  "flat"  and  "unit"  benefit  formulas  4  Defined  contribution 
plan  salary  bend  points  are  also  indexed  to  wage  growth.  Final  pay  defined 
benefit  and  all  other  parts  of  defined  contribution  plan  formulas  are  held 
constant.  No  changes  in  participation,  vesting  or  other  plan  provisions  are 
assumed  except  where  required  by  REA  or  the  Tax  Reform  Act  of  1986. 

Impact  of  REA  on  Participation  Rules  -  REA  mandated  that  starting  in  1 985,  the 
minimum  age  requirement  for  participation  would  be  reduced  from  25  to  21 
and  that  service  between  the  age  of  1 9  and  22  would  be  considered  for 
determining  vesting.  Starting  in  1985,  the  provisions  of  private  plans  which 
were  not  already  in  compliance  with  these  provisions  are  modified. 

Impact  of  the  Tax  Reform  Act  of  1 986  on  Vesting  -  The  Tax  Reform  Act 
required  private  sector  single-employer  plans  to  vest  benefits  at  least  as  rapidly 
as  under  the  following  two  schedules:  (1)  full  vesting  upon  completion  of  five 
years  of  service,  or  (2)  20  percent  vesting  after  the  completion  of  three  years  of 


4  These  plans  define  their  benefits  in  nominal  dollars. 
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service  and  20  percent  more  for  each  subsequent  year.5  Starting  in  1 989,  the 
provisions  of  any  private  single  employer  plans  which  were  not  already  in 
compliance  with  these  provisions  are  modified  to  be  in  compliance. 

Limits  on  Social  Security  Integration  -  Private  sector  plans  which  link  their 
benefit  formula  to  the  social  security  wage  base  or  social  security  benefit 
amounts  ("integrated  plans")  are  required  to  limit  their  integration  formulas. 
Although  previous  IRS  regulations  placed  restrictions  on  how  plans  may 
integrate  benefits,  some  low-wage  workers  had  their  pension  benefits  severely 
reduced  or  completely  eliminated  through  integration.  The  Tax  Reform  Act 
retained  and  simplified  IRS  regulations  on  integration.  In  addition,  the  act 
establishes  additional  restrictions  on  integration  that  apply  separately  to  three 
types  of  integrated  plans: 

For  defined  benefit  excess/steo-rate  plans  (plans  which  calculate 
pension  benefits  at  different  rates  on  earnings  above  and  below 
specified  levels),  the  rate  at  which  benefits  are  provided  for  pay  up  to 
the  integration  level  of  a  plan  may  not  be  less  than  50  percent  of  the 
rate  at  which  benefits  are  provided  in  excess  of  that  level.  In  addition, 
the  integration  level  may  not  be  more  than  the  social  security  wage  and 
benefit  base. 

For  defined  benefit  offset  plans  (plans  where  pension  benefits  are 
reduced  by  a  stated  percentage  of  social  security  benefit),  the  offset 
may  not  reduce  a  participant's  benefits  by  more  than  50  percent. 

-       For  defined  contribution  plans  (plans  where  the  employer  contributes  a 
specified  amount  but  does  not  guarantee  a  specified  benefit),  the 
provisions  are  similar  except  that  they  apply  to  the  rate  of  employer 
contributions.  In  addition,  for  defined  contribution  plans,  the  rate  for 
pay  in  excess  of  the  integration  level  may  not  exceed  the  rate  for  pay 
up  to  that  level  by  more  than  the  OASDI  tax  rate. 

Cost  of  Living  Adjustments  for  Pensions  -  The  model  assumes  that  benefits  for 
28  percent  of  private  plan  beneficiaries  with  defined  benefit  plans  will  be 
indexed  at  60  percent  of  the  rate  of  inflation  up  to  a  maximum  of  four  percent 
per  year.  All  early  and  normal  retirement  benefits  from  the  Civil  Service 
Retirement  Plan  are  assumed  to  increase  at  the  annual  rates  of  inflation  shown 
in  Table  3.  Participants  in  the  Federal  Employee  Retirement  System  (FERS) 
receive  a  COLA  based  on  the  maximum  of  two  percent  or  one  percent  less 
than  the  CPI  at  age  62  or  after.  Benefits  of  three-quarters  of  state  and  local 
government  benefit  recipients  are  assumed  to  increase  at  57  percent  of  the 
rate  of  inflation  up  to  a  maximum  of  three  percent  each  year.  These 
assumptions  are  based  upon  a  BLS  study  of  medium  and  large  firms.  None  of 
these  plans  are  assumed  to  index  deferred  vested  benefits. 


5  An  individual  is  "vested"  in  his/her  plan  when  he  or  she  has  earned  a  nonforfeitable 
right  to  receive  plan  benefits. 
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Post-Retirement  Survivors  Benefit  Option  -  Table  7  presents  the  assumptions 
used  to  determine  which  married  individuals  choose  to  elect  the  post-retirement 
joint  and  survivors  option.  Because  REA  mandated  that  starting  in  1 985 
spousal  consent  is  required  to  waive  survivors  benefit  coverage,  the  model 
assumes  that  the  rate  of  joint  and  survivor  election  will  increase  after  the  act  is 
implemented.  Individuals  who  accept  the  post-retirement  survivor's  option  are 
assumed  to  receive  a  50  percent  joint  and  survivor's  annuity.  This  annuity 
provides  a  surviving  spouse  with  a  benefit  equal  to  half  of  that  received  by  the 
deceased  individual  while  living. 

Preretirement  Survivors  Option  -  Many  plans  automatically  provide  individuals 
with  preretirement  survivor's  coverage.  In  these  plans,  all  individuals  are 
assumed  to  "elect"  the  preretirement  survivors  option.  In  the  other  defined 
benefit  plans,  the  model  assumes  60  percent  of  married  individuals  will  elect 
the  preretirement  survivors  option.  Because  REA  mandated  spousal  consent 
for  waiver  of  the  survivors  coverage,  the  model  assumes  that  85  percent  of  all 
married  individuals  elect  this  option  after  REA  is  implemented. 

Vested  Beneficiary  Survivors  Benefits  -  As  mandated  by  REA,  preretirement 
survivors'  coverage  was  extended  to  spouses  of  individuals  who  receive  vested 
benefits.  Thus,  the  model  simulates  survivors'  benefits  for  spouses  of  vested 
beneficiaries  who  die  between  the  time  they  leave  the  job  and  the  date  the 
benefits  would  have  gone  into  pay  status.  In  all  instances  the  survivor's  benefit 
is  assumed  to  be  a  50  percent  joint  and  survivor's  annuity. 

Maternity  -  Under  REA,  workers  who  leave  a  pension  plan  may  return  to  the 
job  and  retain  their  prior  years  of  service  for  participation  and  vesting  status 
provided  the  break  in  service  was  less  than  or  equal  to  the  greater  of:  (1)  five 
years;  or  (2)  the  number  of  years  of  service  prior  to  the  break.  Although  both 
men  and  women  may  benefit  from  this  provision,  it  was  intended  to  assist 
women  who  leave  their  job  for  maternity.  Because  reemployment  by  the  same 
employer  is  modeled  in  maternity  cases  only,  this  rule  is  applied  only  to  women 
in  the  model  who  have  children.  In  addition,  due  to  further  REA  liberalizations 
in  crediting  service  for  maternity  cases,  working  women  who  have  a  child  are 
assumed  to  receive  one  year  of  credited  service  for  the  year  the  child  is  born, 
regardless  of  the  number  of  hours  they  worked. 

Participation  in  Savings,  Thrift  and  401  (K)  Plans  -  Table  8  summarizes  the 
assumptions  on  participation  in  supplemental  thrift,  savings  and  401  (K)  plans 
for  those  individuals  who  are  eligible  to  participate  in  them.  The  participation 
rates  are  a  function  of  a  worker's  wage  level  and  the  employer  matching  rate. 

Employee  Contributions  -  In  plans  which  require  employee  contributions  as  a 
condition  for  plan  participation,  the  model  assumes  individuals  contribute  the 
amount  required  to  obtain  the  maximum  employer  contribution. 
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TABLE 7 

PROBABILITIES  THAT  MARRIED  INDIVIDUALS  WILL  CHOOSE 
TO  ELECT  THE  JOINT  AND  SURVIVOR'S  OPTION, 
BY  SIZE  OF  PENSION  BENEFIT 


Probab&y  of  Choosing  the  Post- 
R element  Joint  and  Syrvrvor's  Option 

Pension  Benefit  Size 

Before  REA 

After  REA  I 

{In  1980  dollars) 

Less  than  $3,000 

25% 

75% 

|  $3,000  or  over 

65% 

80% 

SOURCE:   Lewin/ICF  assumptions. 
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TABLE8 

SAVINGS  PLAN  PARTICIPATION  ASSUMPTIONS 


Hourly  Wags  Level* 

tow 

Employer  Match  Rate' 
Medium 

High 

Less  than  $4 

20% 

25% 

30% 

$4-$7 

40% 

50% 

60% 

More  than  $7 

60% 

75% 

90% 

a  Earnings  level  in  1980  dollars. 

b  Plans  that  match  one  dollar  of  employee  contribution  with  less  than  fifty  cents  of  employer 
contributions  are  low  match  plans.  Plans  that  match  one  dollar  of  employee  contributions 
with  fifty  to  ninety-nine  cents  are  medium  match  plans.  Plans  that  match  one  dollar  of 
employee  contributions  with  one  dollar  or  more  of  employer  contributions  are  high  match 
plans. 


SOURCE:   Lewin/ICF  assumptions. 
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Lump  Sum  Payments:  Defined  Contribution  Plans  -  Individuals  who  are  vested 
in  a  defined  contribution  plan  and  change  jobs  are  selected  to  roll  their  lump 
sum  payment  into  an  IRA  on  the  basis  of  lump  sum  rollover  data  obtained  from 
an  analysis  of  the  May  1983  EBRI/HHS  CPS  Pension  Supplement  (See  Table 
9)  6  The  likelihood  of  a  rollover  varies  by  age,  marital  status,  benefit  level,  and 
income.  Among  individuals  age  55  or  older,  all  lump  sums  over  $1 ,750  are 
rolled  over  into  an  IRA  and  saved  for  retirement. 

Lump  Sum  Payments:  Defined  Benefit  Plans 

Vested  DBs  of  $3.500  or  less  -  All  persons  under  the  age  of  60  with  a 
present  value  of  $3,500  or  less  in  their  defined  benefit  plan  are  assumed 
to  receive  a  lump-sum  distribution  at  separation  that  is  then  used  for 
consumption.  Persons  age  60  and  over  are  always  assumed  to  receive 
an  annuity;  they  do  not  elect  to  receive  a  lump  sum  distribution. 

Vested  DBs  above  $3.500  -  For  persons  who  leave  a  job  before 
retirement  and  have  a  present  value  of  over  $3,500  in  vested  benefits  in 
a  defined  benefit  plan,  the  percent  who  consume  their  lump  sum 
distribution  rather  than  reinvest  it  differs  by  age.  Nine  percent  of 
separated  vesteds  under  the  age  of  55  are  assumed  to  consume  their 
defined  benefits  and  five  percent  of  those  55  to  64  are  assumed  to  do 
so.  The  probabilities  were  estimated  from:  1 )  data  on  the  proportion  of 
separated  vested  participants  who  receive  lump  sum  distributions  and 
2)  CPS  data  for  1 987  and  1 988  on  the  proportion  of  individuals  who 
consume  their  lump  sum  distribution.7  All  persons  age  65  and  over 
are  assumed  to  receive  an  annuity. 

Impact  of  Tax  Reform  Act  on  Roll-Overs  -  The  Tax  Reform  Act  eliminated  1 0 
year  averaging,  thus  increasing  individuals'  incentives  to  roll-over  into  an  IRA 
lump  sum  distributions  received  from  a  pension  plan.  Individuals  age  59V2  or 
older  are  permitted  to  make  a  one-time  election  to  use  5-year  forward 
averaging  for  a  lump  sum  distribution  which  is  not  rolled-over  into  an  IRA. 
Also,  individuals  attaining  age  50  prior  to  January  1 ,  1 986,  may  also  make  a 
one  time  election  to  use  5  year  averaging  for  a  lump  sum  distribution.  The 
proportion  of  individuals  who  roll-over  lump  sum  distributions  and  save  these 


This  analysis  was  conducted  by  Larry  Atkins.  Current  law  permits  individuals  to 
"roll-over"  any  lump  sum  pension  payment  into  an  IRA  in  order  to  defer  payment  of  taxes  on 
this  income  until  these  benefits  are  drawn  upon  as  income  after  reaching  age  59%. 

7  The  assumption  is  based  on  three  factors  based  on  data  from  Hewitt  and  Hay  Huggins 
surveys:  1)  30  percent  of  plans  offer  LSDs;  2)  two-thirds  of  plans  offer  LSDs  to  separated 
vested  participants;  and  3)  75  percent  of  participants  who  are  offered  LSDs  take  them.  This 
means  that  1 5  percent  of  separated  vestees  receive  lump  sum  distributions  [.3  x  .67  x  .75  = 
.15].  We  then  used  the  LSD  numbers  from  the  CPS  for  1987-1988  to  estimate  that  60  percent 
of  persons  age  25-54  consume  their  distribution  and  36  percent  of  those  age  55-64  do. 
These  percentages  multiplied  by  the  1 5  percent,  yield  the  assumed  amounts. 
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assets  for  retirements  was  increased  by  1 5  percent  to  model  the  impact  of 
these  provisions. 

•  Lump  Sum  Payments  as  Retirement  Income  -  Individuals  are  assumed  to  draw 
upon  their  defined  contribution  lump  sum  payments  (those  which  were  not 
cashed  out)  in  the  form  of  an  annuity.  This  annuity  is  assumed  to  start  at  the 
earlier  of:  (1 )  the  age  they  accepted  social  security  benefits  or  (2)  the  year  they 
first  started  receiving  a  defined  benefit  pension,  but  not  earlier  than  age  55. 

G.       INDIVIDUAL  RETIREMENT  ACCOUNT  ASSUMPTIONS 

PRISM  models  the  accumulation  of  IRA  savings.  The  assumptions  used  in  this 
analysis  are  derived  primarily  from  IRA  participation  data  provided  in  the  May  1983  EBRI/HHS 
CPS  pension  supplement.  We  calibrated  the  assumptions  so  that  they  are  consistent  with 
1 983  estimates  of:  (1)  the  number  of  individuals  participating  in  IRAs;  and  (2)  the  amount  of 
IRA  assets  accumulated.  In  addition,  we  modified  the  IRA  subroutine  of  PRISM  to  reflect  the 
impact  of  the  1986  Tax  Reform  Act  on  IRA  savings.  The  key  assumptions  in  our  IRA 
simulations  are  summarized  below. 

•  IRA  Adoption  for  Non-Covered  Workers  -  Table  1 0  summarizes  the 
assumptions  used  in  modeling  the  adoption  of  IRAs  by  non-pension  covered 
workers.  These  estimates  do  not  include  workers  assumed  to  roll-over  vested 
benefits  into  IRA  arrangements.  ICF  estimated  these  adoption  rates  using  May 
1983  EBRI/HHS  CPS  pension  supplement  data  on  non-covered  individuals 
establishing  an  IRA  during  1982. 

•  IRAs  for  Covered  Workers  -  A  separate  set  of  IRA  adoption  probabilities  were 
developed  for  individuals  covered  by  a  pension  plan  which  apply  only  to  1 982 
(shown  in  Table  11).  The  1982  probabilities  reflect  the  impact  of  the  1981 
Economic  Recovery  Tax  Act.  These  probabilities  were  estimated  using  the  May 
1 983  EBRI/HHS  CPS  pension  supplement  data  on  covered  workers  who 
established  an  IRA  in  1982.  In  years  after  1982,  the  IRA  adoption  rates  for 
covered  workers  are  assumed  to  be  the  same  as  for  non-covered  individuals 
(see  Table  10),  except  as  described  below. 

•  IRA  Contributions  -  Once  an  individual  is  selected  to  adopt  an  IRA,  PRISM 
simulates  his  or  her  decision  to  contribute  to  the  account  for  each  year  after 
the  IRA  is  established.  The  model  assumes  that  individuals  contribute  only  if 
they  are  employed  during  the  year.  All  individuals  are  assumed  to  contribute  in 
the  year  the  IRA  is  established.  In  succeeding  years,  individuals  are  randomly 
selected  to  contribute  to  their  account  based  upon  the  probabilities  presented 
in  Table  12.  These  probabilities  were  estimated  using  May  1983  EBRI/HHS 
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TABLE10 

IRA  ADOPTION  ASSUMPTIONS  FOR  NON-COVERED 
WORKERS,  BY  AGE  AND  FAMILY  EARNINGS  LEVEL 


Family  Earnings 
Leva) 

25-34 

35*39 

A 

40-44 

45-54 

59-59 

60-65 

Less  than  $1 5,000 

0.24% 

0.24% 

0.48% 

0.48% 

0.72% 

0.96% 

$15,000-24,999 

0.96 

0.96 

1.20 

1.44 

1.68 

2.16 

$25,000-29,999 

1.20 

1.32 

1.44 

2.40 

2.40 

3.60 

$30,000-34,999 

1.80 

2.40 

3.60 

4.20 

4.80 

6.00 

$35,000-49,999 

3.60 

3.60 

4.20 

4.80 

6.00 

8.40 

$50,000  or  More 

6.00 

6.00 

6.00 

6.00 

12.00 

12.00 

SOURCE:      Lewin/ICF  estimates,  based  in  part  upon  the  May  1983  EBRI/HHS  CPS  pension 
supplement  data. 
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TABLE  11 

IRA  ADOPTION  PROBABILITIES  FOR  COVERED  WORKERS 
IN  1982  BY  FAMILY  INCOME  AND  AGE  OF  WORKER 


Family  Earnings 
Level 

Ago 

40-44  |  45-54 

55-59 

." 

60-65 

Less  than  $15,000 

4.0% 

9.0% 

13.0% 

20.0% 

$15,000-24,999 

8.0 

8.0 

9.0 

17.0 

27.0 

19.0 

$25,000-29,999 

9.0 

14.0 

16.0 

23.0 

30.0 

47.0 

$30,000-34,999 

16.0 

20.0 

19.0 

28.0 

46.0 

51.0 

$35,000-49,999 

16.0 

27.0 

31 .0 

43.0 

46.0 

45.0 

$50,000  or  More 

35.0 

43.0 

48.0 

57.0 

70.0 

63.0 

SOURCE: 


Lewin/ICF  estimates,  based  in  part  upon  the  May  1983  EBRI/HHS  CPS  pension 
supplement  data. 
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TABLE12 

PROBABILITIES  OF  CONTRIBUTING  TO  AN  IRA  IN  A 
GIVEN  YEAR  ONCE  SELECTED  TO  ADOPT  AN  IRA 


Family  Earning*  Level 

Pension  Cov 
Covered 

wage  Statue 
Not  Covered 

(to  $1982) 

Less  than  $25,000 
$25,000  or  more 

48.0% 
84.0 

60.0% 
90.0 

SOURCE:      Lewin/ICF  estimates,  based  in  part  upon  the  May  1983  EBRI/HHS  CPS  pension 
supplement  data. 
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CPS  pension  supplement  data  on  the  number  of  individuals  with  IRA  accounts 
who  are  currently  contributing. 

•  IRA  Contribution  Amount  -  The  amount  that  individuals  are  assumed  to 
contribute  to  their  IRA  in  a  given  year  varies  with  family  income,  age,  sex,  and 
marital  status.  If  an  individual  is  selected  to  contribute  to  an  IRA  the  model 
randomly  selects  the  amount  to  be  contributed  based  upon  the  distribution  of 
IRA  contributions  reported  in  the  May  1983  EBRI/HHS  CPS  pension 
supplement  data  for  individuals  in  similar  age,  sex,  income  and  marital  status 
groups.  The  amounts  of  these  contributions  are  indexed  to  real  wage  changes 
after  1 983.  The  annual  contribution  is  constrained  not  to  exceed  the  maximum 
contribution  allowed  under  the  law.  After  1 986,  the  maximum  contribution 
amounts  specified  in  the  law  are  indexed  at  80  percent  of  the  CPI  over  time 
(actual  contribution  limits  are  used  for  each  year  through  1986).  Individuals 
who  reported  they  had  an  IRA  in  1 979  were  assumed  to  have  an  initial  balance 
of  $3,000  (in  1 982  dollars)  in  their  account. 

•  Impact  of  Tax  Reform  Act  of  1 986  -  The  Tax  Reform  Act  modified  the  maximum 
tax  deductible  amount  of  contributions  to  IRAs  for  active  participants  in 
qualified  pension,  profit-sharing,  stock-bonus,  tax  sheltered  annuity  or 
government  plans.  Beginning  in  1987,  the  full  contribution  amount  up  to  the 
amount  deductible  under  prior  tax  law  (typically  $2,000)  is  deductible  for 
individuals  with  Adjusted  Gross  Income  under  $25,000  ($40,000  for  joint  filers, 
$0  for  married  filing  separately).  The  deductibility  is  phased  out  over  the  next 
$1 0,000  of  AGI  for  the  active  participants.  Anyone  may  make  a  non-deductible 
contribution  to  the  extent  that  deductible  IRA  contributions  are  not  allowed. 
The  IRA  deduction  for  all  others  is  retained  in  its  current  form.  Beginning  in 
1987,  PRISM  assumes  that  annual  contributions  to  IRAs  for  pension  plan 
participants  are  limited  to  the  maximum  deductible  amount  allowed  for 
taxpayers  at  their  income  level  (i.e.,  individuals  will  only  contribute  if  the 
contribution  is  tax  deductible). 

H.       ASSETS  IN  RETIREMENT 

The  model  simulates  the  level  of  both  housing  and  non-housing  (financial)  assets  and 
the  income  from  these  assets  for  persons  age  65  and  over  in  four  steps.  The  model  (1 ) 
assigns  assets  to  persons  age  65  and  over  in  1 979;  (2)  assigns  assets  to  persons  who  reach 
age  65  after  1 979;  (3)  adjusts  assets  during  retirement;  and  (4)  simulates  income  from  assets. 

Asset  Assignment  in  1979  -  First,  in  1979,  each  family  unit  age  65  and  over  is 
assigned  a  level  of  assets.  This  level  of  assets  is  based  upon  a  distribution  of  assets  from  an 
analysis  of  the  1 984  Survey  of  Income  and  Program  Participation  (SIPP)  Wave  4.  The  model 
assigns  individuals  in  PRISM  the  level  of  assets  of  similar  individuals  from  the  1 984  SIPP  on 
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the  basis  of  age,  marital  status,  income  level  and  pension  status.  Actual  records  from  the 
1 984  SIPP,  adjusted  for  inflation  and  underreporting,  are  assigned  to  individuals  simulated  in 
PRISM.8  (Exhibit  1  contains  an  example  of  the  SIPP  data.)  This  allows  assets  to  vary  within 
different  demographic  subgroups,  rather  than  assuming  each  household  in  a  given  subgroup 
has  the  same  level  of  assets.  The  model  imputes  the  distribution  of  the  level  of  assets  for  two 
types  of  assets:  home  equity  and  all  other  financial  assets.  For  persons  age  65  and  over  in 
1 979,  the  level  of  net  assets  assigned  is  deflated  by  a  factor  to  account  for  the  growth  in 
assets  from  1 979  to  1 984.  Assets  in  1 984  are  deflated  by  a  factor  of  1 .431  to  account  for  the 
rate  of  change  in  the  CPI  from  1979  to  1984. 

Asset  Assignment  After  1 979  -  A  similar  procedure  assigns  a  level  and  distribution 
of  assets  to  individuals  who  reach  the  age  of  65  after  1979.  These  probabilities  are  based 
upon  the  distribution  and  level  of  assets  of  persons  who  were  age  65-69  in  1 984  in  SIPP. 
Before  1 984,  assets  are  reduced  by  a  factor  equal  to  the  actual  rate  of  change  in  the  CPI  over 
the  time  period.  The  level  of  assets  from  1984  to  the  present  is  increased  by  the  actual  rate 
of  change  in  the  CPI,  and  then  by  the  projected  rate  of  change  in  the  CPI  assumed  under  the 
Alternative  ll-B  assumptions. 

Saving  and  Dissaving  During  Retirement  -  Once  assigned  a  level  of  assets,  the 
assets  of  elderly  families  are  adjusted  over  time  to  reflect  that  some  elderly  save  and  some 
dissave  during  retirement  and  that  real  estate  generally  appreciates.  The  value  of  net  housing 


8  Data  on  financial  assets  collected  in  SIPP  are  underreported  for  all  households  (elderly 
and  non-elderly)  by  33  percent  compared  to  Federal  Reserve  Board  Balance  Sheet  data  for 
the  household  sector.  See  "Household  Wealth  and  Asset  Ownership,  1 984"  Current 
Population  Reports:  Household  Economic  Studies:  Series  P.  70,  No.  7,  July  1 986.  A 
Lewin/ICF  analysis  of  SIPP  asset  income  for  elderly  families  compared  to  asset  income 
reported  on  tax  returns  by  the  IRS  found  that  comparable  asset  income  reported  on  SIPP  is 
62  percent  of  asset  income  reported  in  the  IRS  data.  Underreporting  was  a  greater  problem 
for  higher  income  groups.  Therefore,  financial  assets  from  SIPP  were  increased  by  a  factor 
based  on  family  income. 


-28- 

assets  is  assumed  to  increase  1 .6  percentage  points  faster  than  the  CPI.  Based  on  a  review 
of  the  savings  literature,  elderly  families  are  assumed  to  save/dissave  as  follows: 

•  10  percent  save  at  a  real  rate  of  two  percent  annually  (financial  assets  increase 
two  percentage  points  higher  than  the  rate  of  change  in  the  CPI); 

•  20  percent  neither  save  nor  dissave  in  real  terms  (financial  assets  increase  at 
the  rate  of  change  in  the  CPI); 

•  70  percent  dissave  at  a  real  rate  of  four  percent  annually  (financial  asset  levels 
increase  two  percentage  points  less  than  the  rate  of  change  in  the  CPI). 

Some  individuals  who  use  long  term  care  services  will  use  their  assets  to  pay  for  these 

services.  This  will  accelerate  this  assumed  rate  of  decrease.  If  an  individual  dies,  his  or  her 

spouse  receives  all  assets.9 

Income  from  Assets  -  Finally,  the  model  calculates  an  assumed  level  of  income  from 

non-housing  assets  for  family  units  age  65  and  over.  The  model  assumes  that  income  from 

nonhousing  assets  is  7  percent  prior  to  1 989,  6.5  percent  from  1 989  to  1 994,  and  6  percent  in 

1 995  and  after. 

I.        SUPPLEMENTAL  SECURITY  INCOME  PROGRAM  BENEFITS 

PRISM  simulates  the  benefits  from  the  Supplemental  Security  Income  (SSI)  program  in 
three  steps.  The  model  (1)  determines  which  families  and  individuals  are  eligible  for  SSI 
benefits  using  the  SSI  assets  test,  (2)  estimates  the  annual  benefit  they  would  be  entitled  to 
receive  from  both  the  federal  and  state  SSI  programs,  and  (3)  estimates  which  eligible  families 
and  individuals  participate  in  the  program.  The  SSI  program  is  simulated  in  PRISM  as 
described  below. 

Program  Filing  Unit  -  To  determine  the  size  of  program  benefits,  elderly  individuals  are 
first  formed  into  program  "filing  units."  Each  single  individual  forms  one  filing  unit.  Both 
members  of  a  married  couple  are  treated  as  a  single  filing  unit,  even  if  one  member  of  the 

9  Because  we  do  not  have  data  on  the  expected  death  benefits  of  life  insurance  policies, 
we  assume  that  the  spouses  of  deceased  persons  do  not  receive  life  insurance  benefits. 
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couple  is  ineligible  (i.e.,  less  than  age  65).  An  individual  under  age  65  is  assumed  to  be 
potentially  eligible  for  SSI  benefits  for  disabled  persons  if  they  are  simulated  to  be  disabled 
under  the  SSA  definition  of  disability. 

Asset  Eligibility  -  From  1979-83,  to  be  eligible  for  SSI,  individuals  must  have  countable 
assets  no  greater  than  $1 ,500  for  single  individuals  and  $2,250  for  married  couples.  This 
includes  stocks,  bonds,  countable  assets,  cash,  personal  effects  in  excess  of  $1 ,500  and 
other  non-housing  assets.  Home  equity  is  not  included  in  countable  assets.  As  mandated  by 
the  Deficit  Reduction  Act  of  1984  (DEFRA),  beginning  in  1984,  the  asset  limit  for  single 
individuals  increases  by  $1 00  and  the  limit  for  married  couples  increases  by  $1 50  each  year 
until  1989,  when  they  are  equal  to  $2,000  and  $3,000,  respectively.  After  1989,  the  asset 
limits  are  assumed  to  increase  at  50  percent  of  the  rate  of  increase  in  the  CPI.  The  model 
determines  asset  eligibility  by  comparing  the  SSI  program  filing  unit's  financial  assets, 
estimated  as  discussed  in  the  prior  section,  to  the  appropriate  asset  limit. 

Benefit  Computation  -  PRISM  calculates  net  countable  income  for  SSI  filing  units  by 
summing  eligible  individuals'  monthly  countable  incomes  and  subtracting  allowable 
deductions.  Countable  incomes  include  eligible  individuals'  cash  income  from  earnings, 
social  security,  pensions,  assets,  and  income  of  an  ineligible  spouse.  Allowable  deductions 
include:  (1)  $20  of  unearned  income;  (2)  the  first  $65  of  earnings  plus  50  percent  of  earnings 
above  $65;  and  (3)  earnings  income  of  an  ineligible  spouse  up  to  one-half  the  maximum 
monthly  federal  benefit  for  a  couple.  The  benefit  amount  is  equal  to  the  positive  difference 
between  the  maximum  monthly  benefit  and  this  monthly  net  income  value.  The  maximum 
benefit  levels  vary  by  marital  status,  living  situation,  the  presence  of  an  ineligible  spouse,  and 
state  of  residence  (see  below).10 


Each  individual's  state  of  residence  is  assumed  to  remain  the  same  as  reported  in  the 
May  1 979  CPS  throughout  the  simulation. 
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State  Supplementation  -  Forty-one  states  also  provide  some  form  of  supplementary 
SSI  benefit  to  elderly  families.  However,  only  26  of  these  states  provide  a  supplement  to 
most  or  all  of  those  who  participate  in  the  Federal  SSI  program  while  the  remaining  1 5  states 
that  supplement  benefits  do  so  for  only  a  limited  number  of  elderly  facing  unusual  hardships 
(e.g.,  extraordinary  expenses  such  as  fire  or  moving  related  costs).  PRISM  estimates 
supplemental  benefits  only  for  the  26  states  which  provide  supplements  to  most  or  all  eligible 
individuals.  Supplemental  payments  in  these  26  states  account  for  about  90  percent  of  all 
state  supplemental  benefits.  These  26  state  programs,  all  of  which  are  administered  by  the 
federal  government,  use  the  same  benefit  formula  as  the  one  described  above,  with  the 
exception  that  the  maximum  benefit  is  higher  in  these  states.  We  assume  that  the  state 
supplement  amounts  are  fully  indexed  to  inflation  by  the  CPI. 

Participation  -  Not  all  eligible  individuals  chose  to  participate  in  the  SSI  program. 
Thus,  only  a  portion  of  those  simulated  to  be  eligible  for  SSI  are  selected  to  receive  these 
benefits.  The  SSI  participation  rates  used  in  PRISM  were  estimated  so  as  to  replicate 
administrative  data  on  the  number  of  aged  SSI  recipients  by  marital  status,  family  income 
level,  and  size  of  potential  benefit. 
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